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N.S.W. Bills of Sale (Amendment) Act. 
By J. A. L. Gunn 


The New South Wales Bills of Sale (Amendment) Act No. 27 
of 1938 came into force on February 1, 1939. The Act consists 
of 22 pages, and space will permit of only a very brief summary of 
its more important provisions. 

The following amendments are applicable to all Bills of Sale. 
Special provisions relating to Trader’s Bills of Sale are dealt with 
separately hercafter. 

(a) Bills of Sale over after acquired chattels are now within 

the operation of the Act and hence require registration. 
S. (2) (a) (iv). 

(b) Accidental or inadvertent omissions, errors or mis- 
descriptions in the affidavit of the attesting witness may be 
excused by the Court provided they are not misleading or 
deceptive. S. 2 (c). 

(c) The Supreme Court in Equity or the District Court of the 
District in which the borrower resides may extend the time 
for filing or recording a bill of sale or the time for renewing 
registration thereof and may correct errors and omissions 
if a mistake has occurred through accident or inadvertence 
or is not prejudicial to creditors. S. 2 (c). 

(d) Seven days notice in writing must be given by the grantee 
of the bill of sale (the lender) before exercising any power 
of sale; such notice must specify the manner of the proposed 
sale and must be accompanied by a copy of the prescribed 
advertisement, etc. Provision is made in appropriate cases 
for private sale and for sale of goods not disposed of in the 
first instance. 

Exceptions: Sales of perishable goods ; sales by a mortgagee 
in possession of goods wares or merchandise of a retailer or 
of a trader, post, (but not of the plant, fittings and fixtures 
of a retailer or of a trader in respect of which notice must be 
given ) ; sales under bills of sale given by a company, publican 
or wine licensee; sales by a mortgagee who took possession 
before February 1. 1939, S. 2 (c). 

Renewal of registration has in future to be effected only 
once in “every period of five years,” S. 2 (d) in lieu of once 
in every twelve months. 














82 THE AUSTRALIAN ACCOUNTANT MAR. 


(f) The grantor of a bill of sale must furnish a statutory 
declaration specifying his property or interest in the chattels 
and what, if any, moneys are owing in respect thereof ; this 


statutory declaration shall be annexed to or endorsed on the § 


original bill of sale and shall be taken as part thereof. 
Subject to the grantee having no notice to the contrary 
express or implied, this declaration is to be conclusive 


evidence of the facts therein stated. (As to implied notice 


see Conveyancing Act 1919-1932 s.s. 164 to 167 inclusive), 


Exceptions: Bills of Sale given by a farmer, company, 


publican, wine licensee or a trader, post. S. 2 (e). 


(g) A bill of sale over household furniture in use at the time it J 


is given shall not be enforced by seizure or sale unless the 
consent of the maker’s spouse is endorsed on the bill of 
sale. S. 2 (g). 

(h) The grantee (lender) shall within one month after request 


by the grantor, but not necessarily more often than once 


“within the same year” give the grantor a memorandum in 
or to the effect of the prescribed form specifying the amount 
due under the relevant bill of sale, and on registration 
thereof, such memorandum shall be conclusive evidence of 
the amount then due under the Bill of Sale. S. 2 (h). 


(i) Where the time prescribed for lodging, filing or recording [| 


(N.B. reference to renewals is omitted) any bill of sale 
expires on a Saturday such lodging, filing or recording may 
take place on the first day following which is not a Sunday 
or a public or a bank holiday. S. 2 (i). 

(j) Transfers or assignments of Bills of Sale need not be filed 
or recorded. S. 2 (b). 


Trader's Bills of Sale 


These are now provided for as a special class for the first time 
(in practice) in New South Wales and a comparison may be had 
with the Victorian Instruments Act 1928, s.s. 30, 31, 32, 34, 35, 
36, 38 and 45. 

A “Trader” means a person engaged or about to engage in the 
business of selling by retail any goods, wares or merchandise but 
does not include a farmer (in respect of operations carried on by 
him as a farmer) or a company or the holder of or an applicant for 
the transfer of a publican’s licence or an Australian wine licence 
under the Liquor Act, 1912 (in respect of the business carried on 
or intended to be carried on by him as the holder of such a licence). 
S. 2 (a). 

A “Trader’s Bill of Sale” means a bill of Sale made or given by 
way of security by a trader the personal chattels comprised in or 
made subject to which are or include plant, fixtures, and fittings 
and/or goods, wares, or merchandise which, at the time of the 
making or giving of the trader’s bill of sale are owned and used 
or intended to be used, or which are to be thereafter acquired and 
when so acquired will be owned and used or intended to be used, 
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by the trader in or in connection with the business in which he is 
engaged or about to engage. S. 2 (a). 


(a) A trader’s bill of sale must be lodged with the Registrar 
General within fifteen days after the making thereof and will 
be filed or recorded by the Registrar General at the 
expiration of a further fourteen days thereafter unless a 
caveat (post) is lodged within the latter period in which 
case the time for filing or recording is extended until such 
caveat is disposed of. S. 2 (e). 


(b) No trader’s bill of sale shall have any effect with regard te 
the “trade goods” (present or after acquired plant, fixtures, 
and fittings and/or goods, wares and merchandise used in 
the business) therein mentioned unless the trader furnishes 
a statutory declaration that he is a retailer and that the bill 
of sale is a trader’s bill of sale. This declaration shall be 
annexed to or endorsed on the original bill of sale and shall 
be taken as part thereof. 


(c) No trader’s bill of sale shall have any effect (except in 
regard to goods other than trade goods) unless it sets 
forth— 


(i) the full names, business or occupation of both parties, 
the place of business and residence of the grantor, the 
place of business or residence of the grantee and the 
grantor’s trade name, 

(ii) A description of the chattels to be subject to the bill 
of sale. 

(iii) the situation of such chattels, as are then owned and 
used by the trader, 

(iv) past and present considerations and (if such is the 
case) that future advances are to be secured, 

(v) An address to which notices of caveats may be posted 
to the grantor. 


Caveats against Trader’s Bill of Sale 


Any unsecured creditor of the grantor of a trader’s bill of sale 
may, within fourteen days of the lodging of the bill of sale, enter a 
caveat against the filing or recording thereof. 

Every such caveat shall be in or to the effect of the prescribed 
form and shall contain an address for service of the caveator ; upon 
receipt of any such caveat the Registrar-General shall give notice to 
the trader and to the grantee of the trader’s bill of sale. 

Either party to a bill of sale may summon the caveator before a 
Judge of the District Court for the Metropolitan District to shew 
cause why the caveat should not be removed, and “the Judge shall 
hear and determine whether the caveator is a creditor of the 
grantor.” If on the hearing of the summons the Judge is satisfied 
that the caveator is an unsecured creditor of the grantor, he may 
make an order that the bill of sale shall not be filed or recorded 
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If the Judge is not satisfied that the caveator is an unsecured 
creditor he may order the caveat to be removed. 

Provision is made for the Registrar-General to remove caveats 
and to file and record the bill of sale in compliance with any order 
of the Court; for the withdrawal of a caveat by a caveator, and for 
the awarding by the Judge of the costs of any summons. As the 
Act provides that all bills of sale shall be filed or recorded within 
thirty days after the making or giving thereof, the necessary pro- 
vision has been made to extend this time where such filing or 
recording has not been effected within that period owing to the 
entering of a caveat. 


Damages for Shock 
By J. A. L. Gunn 








With reference to my article on the above subject in the 
February, 1939, issue of the journal, I should have added that it 
is just possible that the decision in the Victorian Railways case 
referred to at the beginning of this article, being a decision of 
the Privy Council, and so binding on the Australian Courts, will 
serve as a check to Australian owners of “unusually fragile” skulls, 
but I am not hopeful. 

In the recent New South Wales case of Chester v. Council of 
the Municipality of Waverley (1938) 38 S.R. (N.S.W.) 603, 
Jordan C.J. made the following reference to this Privy Council 
decision : “It may be doubted whether that case, if properly under- 
stood, decides more than that damages cannot be recovered for 
proof of mere mental perturbation.” 





Publications Received 


The Employer's Handbook. L. W. Farrar. The Gregory 
Publishing Co., Sydney, November, 1938. Pp. 110 + xiv. 
Price, 7/6. 

This book is published “for the guidance of those employing 
many tens of thousands of workers whose rates of pay and working 
conditions are governed by industrial awards made in conformity 
with both Commonwealth and State Industrial Acts, and numerous 
other statutes and regulations with which the employer must 
comply.” Unquestionably the difficulties of the employer in under- 
standing and keeping up to date in the requirements of the various 
acts and awards are great, and some such reference book was 
urgently needed. Mr. Farrar’s work is well arranged, clear and 
concise (though not over-condensed) and well indexed. It should 
be most useful to employers and to others interested in industrial 
legislation. 
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Published Accounts of Holding Companies under 
the Victorian Companies Act, 1938 
By A. A. FitzGERALD 


By Sec. 125 of the Victorian Companies Act, 1938: 

“125. (1) Where a company (in this section referred to as ‘the holding 
company’) holds shares either directly or through a nominee 
in a subsidiary company or in two or more subsidiary com- 
panies— 

(a) There shall be annexed to the profit and loss account of 
the holding company required by Section one hundred 
and twenty-three of this Act— 

(i) A separate profit and loss account for each sub- 
sidiary company drawn up in the manner herein- 
before prescribed for a profit and loss account; or 

(ii) a consolidated profit and loss account of the 
holding company and of its subsidiary companies 
drawn up as nearly as may be in the manner 
hereinbefore prescribed for such an account and 
eliminating all inter-company transactions—and 
in addition a statement showing the total losses 
(if any) of the subsidiary company or companies ; 
an 

(b) there shall be annexed to the balance sheet of the hold- 
ing company required by Section one hundred and 
twenty-three of this Act— 

(i) a balance sheet of each subsidiary company 
drawn up in the manner hereinbefore prescribed 
for a balance sheet; or 

(ii) a consolidated balance sheet of the holding com- 
pany and of its subsidiary companies drawn up 
as nearly as may be in the manner hereinbefore 
prescribed for a balance sheet and eliminating 
all inter-company transactions : 

’ 


The meaning of “subsidiary company” is defined by Sec. 126: 


“126. (1) Where the assets of a company consist directly or indirectly 
in whole or in part of shares in another company (whether 
that other company is a company within the meaning of this 
Part or not) held directly, or through a nominee, or through 
another company (whether a company within the meaning of 
this Part or not) the majority of whose shares the holding 
company holds directly or indirectly, and— 

(a) the amount of the shares so held is at the time when 
the accounts of the holding company are made up more 
than Fifty per centum of the issued share capital of any 
such other company or such as to entitle the company to 
more than Fifty per centum of the voting power in any 
such other company; or 

(b) the company has power (not being power vested in it 
by virtue only of the provisions of a security or by 
virtue of shares issued to it for the purpose in pursuance 
of those provisions) directly or indirectly to nominate 
or appoint the majority of the directors of any such 
other company— 

every such other company shall be deemed to be a subsidiary 
company within the meaning of this Part and the expression 
“subsidiary company” in this Part means a company in the 
case of which the conditions of this section are satisfied. ’ 


ees os @ 
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Holding companies are thus given the option of preparing, im 
addition to the profit and loss account and balance sheet of the 
holding company itself, either 

(a) separate profits and loss accounts and balance sheets of 

each subsidiary, or 

(b) a consolidated profit and loss account and a consolidated 

balance sheet of the group as a whole. 


Which of these alternatives will be most satisfactory in any 
given case will materially depend upon the circumstances. The 
relative advantages and disadvantages, on general principles, of the 
various methods of presenting holding companies’ accounts have 
been discussed in detail in several well-known text-books. The 
standard English text on the subject is the late Sir Gilbert Garn- 
sey’s Holding Companies and Their Published Accounts, first 
published in 1923. In that book it was pointed out that, whereas 
it was not a very common practice in England to publish separate 
accounts of the subsidiaries, consolidated accounts were hecoming 
increasingly common. In America the consolidated account is 
accepted as standard practice, and, to quote Sir Gilbert Garnsey, 
“accountants in America tell us that the case for the consolidated 
balance sheet is made out and that there is nothing further to 
argue about it on the question of principle.” Even in America, 
however, the consolidated statement was not at first universally 
accepted. It may be expected that it will take time for Australian 
accountants and directors to become accustomed to the idea of 
consolidation and it may be that the tendency at first will be for 
the first alternative given by the Act to be adopted. 

Since Sir Gilbert Garnsey’s book first appeared, consolidated 
accounts have evidently rapidly grown into favour in England. 
It is on record that, a couple of years ago, the shareholders of one 
large English concern took the unusual and drastic course of 
refusing to adopt the accounts presented to them and of procuring 
the adjournment of the annual meeting because a consolidated 
statement had not been presented. For this increasing popularity 
of the consolidated form, the advocacy of Mr. F. R. M. de Paula 
(see The Principles and Practice of Auditing, Australian Edition, 
Chap. XVI), the practical example of the Dunlop Rubber Com- 
pany’s accounts, and the support given in the frequent comments in 
the Finance and Commerce columns of The Accountant, are doubt- 
less mainly responsible. The increasingly numerous examples of 
English holding companies’ accounts given in those columns in 
recent years are a clear indication that English accountants are 
becoming used to the idea of consolidation and that English 
company directors are not finding it impossible or inconvenient to 
adopt the form. One of the most recent instances of the adoption 
of the consolidated form is that of Imperial Chemical Industries 
Ltd., whose consolidated statement of assets and liabilities of the 
holding company and its 124 subsidiaries was reproduced in The 
Accountant of April 30, 1938, at pp. 609-610. The fact that this 
consolidation was practicable and that it resulted in such a clear 
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statement of the financial position of the group is a striking illus- 
tration of the possibilities. Incidentally, the form of these accounts 
js notable also for the simplicity and informative nature of the 
summary of financial condition which accompanies the consolidated 
statement—an effect achieved by an interesting departure from 
conventional form and terminology. 

Victorian accountants who, when the Act is proclaimed, will 
soon be called upon to advise boards of directors on the form of 
their accounts, and on whom, in many instances, will fall the task 
of drafting the form, will find the illustrations from practical 
experience and the comments thereon in The Accountant of 
inestimable value. The mechanics of consolidation present no 
unsolvable problems to accountants, but the scope for “refinement 
of draughtmanship” in consolidated statement—as indeed in all 
financial statements—is great. Balance sheet form, in the interest 
of clarity and unambiguity, deserves more than a little thought 
and care. 

The principal technical problems arising in the work of con- 
solidation were discussed in the lecture by Mr. G. E. Fitzgerald 
which appeared in the March, 1938, issue of this journal. The 
purpose of the present article is to discuss the considerations by 
which the selection of the better of the two forms permitted by 
the Act may be guided, and the course that should be followed 
when one or other of those forms is not ideally suited to the 
circumstances. 

On general principles, consolidated accounts are usually to be 
preferred to separate balance sheets because they give a clearer and 
more easily read picture of the whole undertaking. Where there 
are more than two or three subsidiaries, separate balance sheets 
would merely confuse the reader, and they are, moreover, open 
to the serious objections that inter-company balances are not 
eliminated, as they must be in a consolidated statement. 

Against the consolidated statement it has been urged that it 
does not represent the financial condition of any legal entity and 
that the interests of minority shareholders or creditors of indi- 
vidual subsidiaries are not satisfied by such a form. The generally 
accepted view amongst English authorities seems to be that “in the 
absence of special circumstances . . . it seems best, on the whole, 
to disregard the technical legal situation and to view the position 
from a practical standpoint, i.e., to regard the parent company as 
owner of the assets and responsible for the liabilities and for the 
interests of minority shareholders.”? 

A particularly interesting escape from the dilemma was quoted 
in The Accountant of July 10, 1937, at page 61, where the accounts 
of a holding company and its subsidiaries were given, by means 
of a columnar arrangement, in both consolidated and separate 
form. (On the principle that the greater includes the less, pre- 
sumably this solution would satisfy the terms of Sec. 125 of the 
Victorian Act!) 


1. Garnsey: Holding Companics and Their Published Accounts, Second Edition, p. 105. 
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The weight of evidence—the common practice in U.S.A. and 
Canada where accountants have had more experience of the hold- 
ing company form of company organization than elsewhere, the 
approval of many of the most eminent of English accountants, and 
the growing popularity of the form in England—favours the con- 
solidated form rather than the separate balance sheets. 

What are the conditions most ideally suited to the adoption of 
this form? 

In the first place, it is essential that the balance sheets which 
are to be consolidated should be prepared upon a uniform basis— 
as to classification of assets and liabilities, bases of valuation of 
assets, treatment of depreciation, dividends declared but not yet 
paid, and so on. Since, by the terms of Sec. 126 of the Act, the 
accounts to be consolidated are those of companies controlled in 
the final analysis by the directors of the holding company, this 
should not be difficult to arrange. Where the subsidiary companies 
are carried on at some distance from the centre of control, however, 
it may take some little time to plan the accounting systems to 
produce the desired result, and in such cases it may be preferable, 
unless the number of subsidiaries is large, to present separate 
balance sheets until such time as the accounts have been placed on 
a uniform footing. 

An apparently more serious difficulty arises when the consoli- 
dation of two or more balance sheets prepared at different dates 
is contemplated. 

Several English authorities? hold that the balance sheets which 
are to be amalgamated should all be prepared at the same date, and 
if this can be arranged, so much the better. An American authority, 
Mr. Walter A. Staub, in an article on “Some Difficulties Arising 
in Consolidated Financial Statements,” in the Journal of Accoun- 
tancy for January, 1932, gave particular attention to this aspect: 

“There seems to be no substantial objection to consolidating for informa- 
tive purposes two balance sheets of different dates, when the consolidated 
picture thus shown is not materially different from what it would probably 
have been had it been feasible to use the same date for both companies. 

“As a matter of fact, prospective investors would get a more informing 
presentation of the situation after the consolidation is effected than they 
would if merely separate balance sheets were shown. This seems ‘to be a 
case where pure technique yields to practical considerations. 

“If the balance sheet dates are separated by a considerable period, if 
differences in seasonal conditions at the respective dates cause the balance 
sheets to be on dissimilar bases, or if there are other causes which tend to 
create a divergence of basis because the balance sheets are not as at pre- 
cisely the same date, a consolidated balance sheet would not be justified. 

“The test would be what has been indicated above, viz.: (1) Are the 
balance sheets in such relation to each other that a distorted picture would 
not result from consolidating them; and (2) does the consolidated balance 
sheet tend to result in a more informing picture than the separate balance 
sheets? 

“A firm or exclusive rule cannot be laid down for this class of case. 
The special circumstances of each case must determine the course to be 


2. Notably Garnsey (p. 106) and Simons: Holding Companies, p. 90, though Simons 
thinks bee | “there will be some instances where balance sheets of different dates will have to 
be accepted.” 
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followed. Strict adherence to technique should not, however, be at the 
expense of practical benefits that may follow from a relatively immaterial 
departure from technicality.” 

That puts the case in a nutshell. If a common balancing date is 
not possible or not desirable, the circumstances must be carefully 
examined before the decision to consolidate is made. As an aid to 
the formation of judgment on this point, Mr. A. J. Simons*® sug- 
gests that a rough statement of the whole of the assets and liabili- 
ties at the date at which the consolidated balance sheet is to be 
prepared should be drawn up in order to ascertain whether any 
material alteration has occurred in the assets between the date of 
the subsidiary’s balance sheet and that of the holding company. 
In most cases, in a well-organised accounting system there will be 
little difficulty in preparing such a rough statement, stock values 
being estimated by some method appropriate to the business in 
question. 

If it be decided to consolidate balance sheets prepared as at 
different dates it is likely that some difference may arise in respect 
of the inter-company balances shown in the various balance sheets. 
This difference is best treated in the consolidated statement in 
much the same way as “in transit” items are in the consolidation of 
balance sheets of a head office and branches. Care will be neces- 
sary in describing the item, so as to indicate clearly its nature and 
origin. 

Two satisfactorily definite descriptions taken from consolidated 
statements reviewed in The Accountant are: 


Joseph Nathan & Co. Ltd.—January 1, 1938, p. 27: 
“Difference on inter-company accounts, owing to variation 
in accounting dates.” 


Dunlop Rubber Co. Ltd—April 17, 1937, p. 565: 


“Suspense Account for transactions with subsidiary com- 
panies between the dates of their balance sheets and 31/12/36.” 


The ideal, as already stated, is to avoid all possibility of com- 
plication by preparing all the balance sheets as on the same date. 
In practice, three hindrances to this may occur: 

(a) In vertical integrations, the natural business years of the 
various companies may not coincide. Accounts should be 
made to fit the business and not vice versa. Consequently, 
this hindrance may not be easily overcome, and if consoli- 
dation would then result in a misleading picture, the alterna- 
tive of separate balance sheets may be the only solution. 

(b) Subsidiary companies incorporated outside Victoria may 
not be able to furnish their balance sheets to the holding 
company within such time as to avoid undesirable delay in 
the issue of the holding company’s accounts, if both are to 
be prepared as at the same date. Modern communication 
facilities and prompt accounting methods should usually, 


3. Simons: Holding Companies, p. 90. 
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however, make it possible to complete the accounts of the 
holding company and the consolidated statement without 
undue delay. 

(c) It is sometimes urged that it is necessary to close the books 
of the subsidiary earlier than those of the holding company 
so that a dividend may be declared by the subsidiary and 
taken up in the books of the holding company before the 
holding company’s books are closed. The view here taken 
is that it is not correct accounting to take credit in the 
holding company’s account for a dividend before it has been 
declared, even though it may be known that it has been 
earned. 


This raises an interesting issue. Before dealing with it, an 
analogous point may be noticed. Many English companies are 
adopting the practice of giving effect in their balance sheet to the 
appropriations of the year’s profit which are recommended by the 
directors, but which have, of course, not been approved by the 
shareholders—or even decided upon by the directors—as at the 
date of the balance sheet. The practice is to some extent still 
controversial, but in spite of the theoretical objections to it, it is 
becoming popular and is regarded with approval by many financial 
writers, as giving a clearer picture of the effect on the financial 
position of the result of the year’s operations and the disposal of 
those results. 

The Dunlop Rubber Co. Ltd. is one of the companies which has 
adopted this practice, which Mr. F. R. M. de Paula vigorously 
defends against the charge of technical irregularity : 

“As regards the inclusion of proposed dividends, the writer fully appre- 
ciates the theoretical arguments against this practice, but accounts, it is 
suggested, are prepared for a practical purpose and not to satisfy the minds 
of accountancy purists. Let accountants guard against becoming the slaves 
of theory! 

“If, as is the generally accepted practice, the proposed dividends are not 
included, then in effect two bites are taken at the cherry. There is pre- 
sented a balance sheet which shows a position that is immediately and 
fundamentally altered as soon as the dividends recommended by the Board 
are declared.” 

He then points out that the practice has been warmly approved 
by the financial press and that two very eminent firms of chartered 
accountants have passed the balance sheet “in spite of these 
apparent theoretical transgressions.” Since that was written many 
other companies’ balance sheets, in which the practice is followed, 
have been approved by other auditors. 

If this realistic view is acceptable to accountants and auditors— 
and there is solid support for its acceptation—-a subsidiary company 
could balance its accounts as on June 30, declare a dividend on, 
say, July 31, and give effect to the declaration in the balance sheet 
prepared as at June 30. 

Could the holding company take that dividend to credit in its 
accounts closing at June 30, as a dividend receivable? It is true 
that the dividend has not been declared at the date of the balance 
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the sheet, but it has been earned, and is in much the same category as 
out | rent or interest which has been earned or accrued but which is not 
» yet due for payment. e. erae i 

oks | Sir Albert Wyon dealt with the point in his paper on “Holding 
any | and Subsidiary Companies, Accounting Principles Involved in 
and the Treatment and Valuation of Holdings” before the Fourth 
the | International Congress on Accounting, in London in 1933 :* 

ken “Under British law, and I suppose under the law of most other countries, 
the | the profits of a subsidiary company do not become the property of the 
een holding company except in so far as those profits are properly declared as 


dividend. It is usual here to treat profits so declared as profits of the 


een i i f two ways, viz., either for the period during 
holding company in one o ys, , either ; 
which the dividends are declared or for the period in respect of which they 
are declared. The latter is the better alternative as it tends to bring into 
= the same period the results of the undertaking as a whole and for the same 
are reason it is desirable that wherever possible the financial periods of the 
the holding company and of its subsidiaries should coincide.” 
= It seems clear, in view of these authoritative opinions, that there 
ae is no objection from the accountancy standpoint to the adoption 
a of a common balancing date where the sole reason for different 
. dates is to permit of dividends from a subsidiary being brought 
cial into the holding company’s account. 
cial If the dividend declaration is given effect to in both sets of 


1 of | books, in effect it will cancel out in the process of eliminating inter- 
company balances for consolidation purposes, though of course 
has | it will have a compensatory effect on the separate balance sheets of 
usly the holding company and the subsidiary. 
Where effect is given in this way to appropriations made subse- 
quent to the date at which the balance sheets are prepared, it is 
pa desirable that attention should be drawn to the fact in the balance 
ninds | sheet of the holding company and in the consolidated balance sheet. 
laves | One way in which this may be done is shown in the consolidated 
~ not | balance sheet of Wiggins, Teape & Co., reproduced in The 
pre | Accountant of May 28, 1938, at p. 757, in which the following 


sub-heading is used: 
Soard 


“Incorporating the audited balance sheets of the companies 


oved set forth after eliminating the inter-company shareholdings 
ered and debts and after giving effect to the appropriations recom- 
hese mended by the Directors of the several companies.” 

ae In addition to the references given in this article, the following 


references to books and articles in the library of the Victorian 

= Division of the Commonwealth Institute of Accountants may be 
useful to accountants interested in the subject of holding com- 

pany . : 

| on, panies and consolidated accounts generally : 

sheet G. H. Newlove: Consolidated Balance Sheets. 

H. A. Finney: Principles of Accounting, Vol. IT, Chaps. 43-51. 

J.C. Bonbright and G. C. Means: The Holding Company. 


4. Proceedings of the Fourth International Congress on Accounting, p. 128. 


n its 
true 
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H. Morgan: Accounts of Holding Companies. Incorporated 
Accountants’ Journal, March, 1935, pp. 203-6. 

W. Pickles: Accountancy, 1934, pp. 1,103-57. 

S. W. Rowland: Principles of Accounting, 1934, pp. 281-325. 

E. E. Spicer and E. C. Pegler: Bookkeeping and Accounts, 10th 
Edition, 1938, pp. 359-400. 

C. Townsend: Holding Companies and Their Accounts. Accoun- 
tants’ Journal (Eng.), Dec., 1935, to Feb., 1936, pp. 600-3, 
691-4, 748-51. 

H. A. R. J. Wilson: Company Accounting, 1937, pp. 299-367. 

H. Altschuler: Intermediate Accounting, 1932, pp. 209-54. 

J. H. ef Management Through Accounts, 1924, pp. 450-80, 
645-57. 

B. H. Binder: Holding Companies’ Profit and Loss Accounts. 
The Accountant, May, 1933, pp. 633-9. 

A. L. Boddington: Financial Statements, Their Treatment and 
Interpretation, 1938, pp. 297-338. 

P. F. Brundage: Some Shortcomings in Consolidated Statements. 
Journal of Accountancy, Sept., 1930, pp. 285-292. 

W. Cash: Consolidated Balance Sheets; Proceedings, International 
Congress on Accounting, 1929, pp. 639-53. 

C. B. Couchman: The Balance Sheet, 1924, pp. 227-34. 

M. B. Daniels: Corporation Financial Statements, 1934, pp. 204-17. 

F. R. M. De Paula: Form and Presentation of the Accounts of 
Holding Companies. The Accountant, Dec., 1934, pp. 853-60. 

I. J. Esquerre: Accounting, 1927, pp. 123-52. 

R. B. Kester: Advanced Accounting, 3rd Edition, 1937, pp. 687- 
726. 

J. O. McKinsey and H. S. Noble: Accounting Principles, 1935, 
pp. 627-50. 

W. A. Paton: Accountants’ Handbook, 2nd. Edition, 1934, pp. 
1,015-72. 

C. H. Porter and W. P. Fiske: Accounting, 1935, pp. 297-326. 

T. B. Robson: Construction of Consolidated Accounts. The 
Accountant, March, 1936, pp. 364-81. 

W. H. Stempf: Consolidated Financial Statements. Journal oj 
Accountancy, Nov., 1936., pp. 358-76. 
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Readers’ Questions and Replies 


AvupDIT oF CASH PAYMENTS 


“Examiner,” Melbourne, writes: 

“Mr. Quain’s lecture on ‘Auditing’ to the New South Wales 
Division of the Commonwealth Accountants Students’ Society 
should be read by every examination candidate, for it is brimful of 
useful advice, 

“I am interested to know whether any useful purpose is served 
by an auditor checking cheque butts with a cash book. In some 
concerns directors and others who sign the cheques initial the butts, 
but many prefer to have the cheques detached from the butts and 
fastened to the supporting documents to facilitate the examination 
of the cheque with the authority for the payment. 

“As vouchers are used as evidence of the authenticity of the 
cheques paid and the bank statement as evidence of the charging 
of the proper amount by the bank, the checking of the butts seems 
to me to serve no purpose.” 

Answer 

We shall be glad to publish the opinions of readers on this point. 
From discussions with several auditors and a scrutiny of several 
textbooks on auditing, we think that the practice of checking 
butts with cash books is not usual in Australia, though it is some- 
times resorted to. In his book Practical Auditing, Mr. R. A. Irish 
says (p. 14): 

“Check the cheque butts with the Cash Book. There is some 
controversy about this, but it is understood that an auditor once 
had to pay a very large sum because he failed to employ this 
check, the importance will be grasped. It is essential that the 
cheque butts be compared with the cheques and initialled by the 
persons signing the cheques.” 

It seems to us that the sole purpose of the comparison by the 
auditor would be to ascertain whether the issue of the cheque had 
been correctly recorded in all respects in the cash book entry. 
This could only be effective if care had been taken by those signing 
the cheque to see that the information given on the cheque butt 
agreed with the cheque itself. That agreement would be evidenced 
by the initials of the signing officer on the butt. If the butt is not 
so initialled, there is no certainty that the information on the butt 
is correct and the checking of butt with cash book in that event 
would clearly be useless. 

In some cases, the paid cheques are returned to the drawer by 
the bank and are filed as supporting evidence of the payment. In 
some machine written cheque systems, for example, the paid 
cheque is filed with the machine copy. The machine copies of 
cheques constitute the detailed cash payments record and a com- 
parison of the returned cheque with the machine copy is therefore 
a sure means of verifying the correctness of the cash payments 
record from which the payment is posted to its proper account in 
the ledgers. 
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In hand-written cheque systems, the same result can be obtained 
by comparing the returned cheque with the cash book entry, no 
regard whatever to the cheque butt being necessary. 

When cheques are not returned by the bank after payment the 
question arises whether the voucher and the entry in the bank 
statement, taken in conjunction, are sufficient evidence of the pro- 
priety of the cash book entry. One possibility may be noticed. 
A cheque may have been drawn just prior to the balance date, it 
may be unpresented at the balance date and be omitted from the 
cash book and the reconciliation statement. Thus liabilities may 
be understated (if the concern is working on overdraft) or assets 
overstated (if the bank account is in credit). Moreover, the 
omission to make any record in the books of the fact that the 
cheque has been drawn may conceal an irregular payment, which, 
though not effective prior to the balance date, will become so 
shortly afterwards. Care in checking the bank reconciliation 
statement from the subsequent bank statement entries to the cash 
book will probably be an effective means of detecting an omission 
of this nature. 

Apart from this, the question is one which depends upon the 
nature of the expenditure voucher. If this contains sufficient 
information to enable the cash book entry to be verified in all 
respects—date, payee, authority for and propriety of payment— 
the chain of check would seem to be complete without reference to 
the cheque butt. Summarised, our view is: 

(a) Examination of cheque butt is useless unless the cheque butt 
has been initialled by the signing officer as being in agree- 
ment with the cheque. 

(b) If paid cheques are returned by the bank, comparison of the 
cheques with the cash book entries is an effective check 
which eliminates any need to refer to the cheque butt. 

(c) If paid cheques are not returned by the bank, the voucher 
and entry in bank statement may be sufficient verification 
of the cash book entry, provided that adequate information 
is given on the voucher. 

(d) Examination of cheque butts may be useful as a means of 
detecting possible omission of record of a cheque drawn, but 
this can be done equally as well by a proper verification of 
the reconciliation statement. 

(e) In machine written cheque systems, comparison of paid 
cheque with the machine duplicate is a useful check, but this 
in effect is analagous to a comparison of cheque with cash 
book (as in (b) above) rather than to a comparison of 
cheque butt with cash book. 





Articles in Overseas Journals 


The Accountant— 
December 31, 1938—The Cost of Packaging, by K. P. 
Fennington; Banking Account in Joint Names. 
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ed January 7, 1939.—Payments to an Agent by Cheque (The 
no Clay Hill Tile Co. case); Installing a Costing System—lI, by 
F. Bradshaw Makin; The American Experiment, by Dr. W. H. 
the Coates. 
ink January 14, 1939.—Reconstruction or Amalgamation of 
ro- © Companies—Transfer of Contract of Personal Service; The 
ed. » Next German Economic Crisis, by Prof. J. H. Jones; Installing 
it B a Costing System—II, by F. Bradshaw Makin; Accounts for the 
the © Radio Retailer, by Noel W. Peeling. 
lay January 21, 1939.—The Gold Clause—the House of Lords 
ets § decision in New Brunswick Railway Co. v. British and French 
the Trust Corporation, Ltd.; Audit of Unit Trust Yields; The 
the FF Machinery of Credit, by Sir John Caulcutt. 
ch, — The Journal of Accountancy— 
so § January, 1939. — Something Business Can Do about 
ion & Depression, by Henry B. Arthur; Problems of Depletion, by 
ish & Frank G. Short; Is the Business Year a “Natural”? by Walter 
ion © Mitchell, Jr.; A Plan for Pooling the Investments of Endowment 
| Funds, by Ralph S. Johns. 
the | The Canadian Chartered Accountant— 
mt © January, 1939.—Marine Insurance and Average, by R. W. 
all & Gardner; The Effect of Fixed Costs on Profits, by A. S. 
— & Hallamore; Further Comments on the Auditor’s Report to 
to Shareholders ; Stock Brokers’ Accounts. 
| Accountancy— 
utt 3 January, 1939-—The Accountant and the Economist, by 
cc F Prof. Arnold Plant; Whither Cost Accounting?; Dividend 
; Announcements; The Apparent Authority of Directors; The 
-" Exchange Equalisation Account. 
. The Certified Public Accountant— 
= The January, 1939, issue of this bulletin of the American 
wen Institute of Accountants contains an interesting account of the 
van discussions, statements by authorities, and newspaper comments 
| arising out of the McKeeson and Robbins frauds. 
of 
ut : 
- Book Review 
| Origin and Evolution of Double Entry Bookkeeping, a Study of 
id Italian Practice from the Fourtcenth Century. Edward Pera- 
his gallo. American Institute Publishing Co., New York, 1938. 
sh § Pp. 156. Price $5.00. 
of Interest in the origins of bookkeeping has been increasing 





steadily in recent years both in America and England, and several 
workers have been engaged in research into the Italian sources. 
The reason for this awakening of interest in what is at first sight 
an academic study is admirably expressed by Col. R. H. Mont- 
gomery in his Foreword to this volume: 


P. —  .. “The principal value of the study which Mr. Peragallo has made is that 
it establishes beyond dispute two things: first, that by its very nature 
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accounting adapts itself to business procedure, not business to accounting 
procedure; and, second, that for centuries after the first signs of double 
entry appeared, accountants and teachers and writers of accounting were 
concerned, not with theory, but exclusively with business transactions and 


their description in the accounts. . . . Accounting has but one purpose, to 
set forth the results of business operations accurately and truthfully. It © 
draws upon the resources of many sciences, but remains an art, varying 7 
in effectiveness with the knowledge and skill of the practitioner—this is the | 


lesson of history.” 


Part I of Dr. Peragallo’s book deals with the origin of double F 


entry and its first manifestations in Genoa, Florence and Venice; 
Part II is devoted to the Literature of Accounting during the 
fifteenth to eighteenth centuries, and Part III to the Functional 
Development of Double Entry. An extensive Bibliography and 
a satisfying index complete the volume. The discussion is copiously 
illustrated throughout by examples of actual entries in books of 
account, the English translation in each instance being con- 
veniently arranged. The author writes with knowledge and insight 
and scholarly as the work is it makes absorbing reading enlivened 
by flashes of humour and a racy style, as in the comment on “a 
typical venture account of the Middle Ages” : 

“The Commune of Genoa took a flyer in pepper. It purchased eighty 
100-pound lots of this merchandise, which presumably had just arrived 
from the Orient, at a cost of 24 libbre and 5 soldi per lot, and then, with 
economic acumen common to most governments, disposed of it at the price 
of 22 libbre and 10 soldi per 100-pound lot, sustaining a considerable loss.” 

Dr. Peragallo distinguishes three cycles in the literature of 
accounting—the first cycle extending from 1458 to 1558, the 
second from 1559 to 1795, and the third from 1796 to the present 
day. In the first cycle, “writers were intent on the mechanics of 
bookkeeping,” and there was no attempt to develop a philosophy 
of accounting. The second cycle saw the emergence of a critical 
attitude towards the rationale of bookkeeping and the extension 
of the field of application of double entry principles to organisa- 
tions other than business concerns. In the final cycle a complete 
theory of accounts has been developed and “bookkeeping has 
evolved into the practice of accounting.” 

In the treatment of the Functional Development of double 
entry, each of the constituent parts of the system—ledger, journal 
and final statement—is considered historically so as to show “how 
they came into use and gradually assumed their present form and 
purpose.” 

The form in which the thesis is presented is worthy of the work. 
Printing, paper and binding are admirable examples of the 
printer’s and bookbinder’s art. The type-face and general layout 
of the book are designed “to be in keeping with the spirit of the 
typography of those early Italian treatises on accounting which 
are known for their beauty as well as their historical interest.” 
Any accountant who is interested in the origins of his craft will 
read the book with delight and will be proud afterwards to accord 
it an honoured place on his bookshelf. 

A. A. FitzGErRavp. 
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Shadow Boards 


By J. N. KEYNES, L.1.C.A., A.C.A.A. 


(Works Assistant Accountant, The Broken Hill Associated 
Smelters Pty. Ltd., Port Pirie, S.A.) 


Shadow boards provide a means, somewhat new to Australian 
industry, of effectively storing spare parts and working tools. 
They derive their name from the fact that the place assigned for 
a particular part or tool is indicated by a “shadow” of that article 
painted on a specially prepared “board.” A glance at the illus- 
trations accompanying this article will quickly convey the idea, 
while a visit to a works wherein well-constructed shadow boards 
have been installed will, just as quickly, convince the beholder of 
the useful potentialities of these devices. 

Shadow boards probably reach their highest and most spectacu- 
lar development in the spare parts store of an engineering work- 
shop, but this by no means represents the limit of their field of 
usefulness for, wherever tools are necessary, shadow boards can 
with a little ingenuity be contrived to accommodate them, e.g., 
in operating sections of industrial concerns; in a locomotive cabin; 
in a hundred and one different ways can the principle be adapted 
to the particular situation. 

In dealing with the more specific considerations of the subject 
I will group my remarks under three main headings: (1) general 
layout and construction; (2) some considerations in method of 
attack, and (3) advantages. This order of presentation might 
appear to be somewhat illogical because it is usual, before com- 
mencing any scheme, to enquire what advantages accrue, then if 
the proposition appears attractive, to plan the approach to be 
followed by actual embarkation. However, for the purpose 
under review, it would be clearer to begin with the description. 


1. General Layout and Construction: 

The general specification set out herein covers a tool store in 
an engineering shop and a small unit catering for a particular 
machine, such as a lathe or drill. 

The store area is first divided by means of partitions, with 
clearances of about 4 ft. 6 in., along its whole length and having 
suitable passageways at convenient intervals. These partitions, 
also the inside walls of the store itself, constitute the “board” on 
which the tools, etc., are placed. It does not make for convenience 
if the partitions exceed about 9 ft. in height; if space is a vital 
consideration, a second floor for the less frequently used articles 
suggests itself. The partitions comprise studs 5 in. x 3 in. spaced 
about 24 in. apart, on which are nailed horizontally on both sides 
10 in. x 1 in. timber. Over the whole is fastened 24 gauge black 
iron. Regarding the question of paint, there is the need to obtain 
a good contrast, but a selection with an eye to pleasing appearance 
enhances the general effect. The boards, therefore, could be 
painted a medium green and the shadows a bright red. 

It is entirely a question of convenience how the articles are 
P 
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grouped, but probably in most stores it would be found desirable 
to keep articles of the same type together, although exceptions 
might exist so as to arrange for parts and tools relating to special 
machinery occupying a section by themselves. This latter arrange- 
ment ensures that essentials are on hand and readily found for 
emergency jobs during the absence of the storemen. Naturally, 
frequently-used articles should be placed as near to the serving 
windows as possible. In determining areas for various classes of 
materials, some space on the boards should be left for such future 
expansion as may seem possible. 


FIGURE | 
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With the space allocated, the way is open to fasten the brackets 
(described later on) on to the boards. This is done by means of 
wood screws, but where heavy material is being provided for, the 
carrying brackets can be fastened with bolts placed through the 
partition. There have been instances where the metal covering 
the timber partitions has been much heavier than 24 gauge, in 
which case the brackets were welded on, but this is not to be 
recommended because of the higher cost and the greater difficulty 
of effecting re-arrangement of brackets. It is quite a simple 
matter to shift brackets which are fastened with screws. 

With the brackets in position, the shadow or painted outline of 
the article to be carried can be painted on the board. All then is 
ready to store the article. 

There are several ways by which track can be kept of the 
whereabouts of articles borrowed from the tool store. A common 
method is to provide employees with numbered metal discs—a 
different number being allotted to each employee. In exchange 
for a tool he borrows, a workman hands in one of his discs, 
which is hung on a small hook fastened on the board beside the 
shadow of the tool. This method is simple and, generally 
speaking, effective. Its main disadvantages are, however, that a 
lost disc might be used dishonestly, but the danger of this hap- 
pening is somewhat remote, as the tool store attendant would 
have a good knowledge of employees. The second, and more 
serious disadvantage, is that the disc system does not supply 
information as to how long the article has been out of the store. 
Both these objections can be overcome by a method whereby each 
employee borrowing a tool signs for it on a small ticket. These 
tickets are racked in alphabetical order and cancelled upon return 
of tool. In order, however, to locate the whereabouts of 
frequently-used articles, a metal envelope is placed alongside the 
shadow thereof into which the receipt ticket is put in lieu of the 
rack above-mentioned. Under any system it is desirable that the 
shop foreman should periodically examine stocks and make 
adequate enquiries regarding items not in position in the store. 
Figure No. 1 is a section of the tool store type of shadow board. 

Figure No. 2 depicts a shadow board found to be very useful 
in connection with, for instance, a lathe situated in the body of a 
shop away from the wall space. It combines compactness with 
a relatively large storing area. The base, 2 ft. bottom by 2 ft. 6 in. 
height by 1 ft. top, consists of four scrap plates welded together. 
On the face of these plates are welded brackets and pegs on which 
to place heavy parts such as face plates, gear wheels, and chucks; 
these, incidentally, give the whole job a stabilising effect. On 
the top of the base is welded a 14 in. pipe, which acts as a spindle 
to a 2 in. pipe placed thereover. On the outer pipe are welded, 
top and bottom, four arms 18 in. long on to which timber is bolted. 
The timber is covered with 24 gauge iron to form the “board” on 
which the “shadows” are painted after fixing the requisite 
brackets. The storing area above the base consists of both sides 
of four boards 3 ft. by 1 ft. 6 in., equal to 36 square feet. A 
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further notable feature is that the compartment on the right has 
a door which can be locked to secure the operator’s own tools 
kept there:n; the inside of the door is also utilised for storage. 
It should be mentioned, before leaving the subject, that the 2 in. 
pipe rests on a discarded set of ball bearings, which allows the 
top portion of the unit to be easily turned round to make any 
side face the operator. 





Figure No. 3 shows a fairly representative range of the various 
types and sizes of brackets which are on the market. It has been 
estimated that about 95% of the tools and parts ordinarily used 
in a workshop can be accommodated on these brackets. Brackets 
can, of course, be manufactured to suit each class of article to 
be boarded, but such a course is at once costly and unsatisfactory, 
for it is surprising the number of combinations in which the 
standard brackets can be employed. 


2. Some Considerations in the Method of Attack: 


There is nothing very much to be said under this heading, and 
what there is may perhaps appear somewhat trite. 
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First, those who contemplate installing shadow boards should 
learn all they can from other people’s, using only those features 
which a study of the job in mind indicates will prove suitable. 

The shadow boarding of the tools and parts of an undertaking 
of any size is quite a formidable task and each item requires 
study. Therefore it is somewhat impracticable to attempt to 
envisage the whole detail before commencing the work. It is far 
better to form a general conception of what is to be done and 
allow the detail to reveal itself in the progress of the work. No 
little imagination is called for in this work and experience shows 
that it is best to commence with those articles which are relatively 
easy to rack, delaying the approach to the more difficult items 
until after actual experience has been gained. 





3. Advantages: 


This heading suggests that I am prepared only to discuss the 
pros of the question and conveniently overlook the cons. The 
truth is, however, that if shadow boards have disadvantages I 
have yet to learn of them. 

At this stage it should be admitted that the economics of shadow 
boards are difficult, if not impossible, to assess, but the concensus 
of opinion is that they definitely pay. 

It will generally be conceded that the features extant in shadow 
board installations are to be desiderated in industrial undertakings 
and that the following attributes are worth quite a deal to obtain: 

(a) The greatest saving, and this can be considerable, arises 
from the reduction of time taken by workmen in procur- 
ing tools and parts. 
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(b) The improved appearance of the workshop promotes a 
greater sense of orderliness and pride of work which leads 
to increased efficiency. 

(c) Over and under stocking of tools and parts quickly 
becomes evident. 

(d) Stocktaking is rendered much easier. 

(e) The fact that articles not in place can be readily detected 
helps to avoid the misplacement or misappropriation of 
articles. 





“How do You Like the New Act?” 
By A. Ciuntes Ross, B.SC. (ECON.), F.I.C.A. 


A question a “Foreign” accountant might ask a Victorian 
without having to specify which Act. He thinks of himself as 
“foreign” because the New South Wales, and some other Acts, 
call all companies but their own by that name. The Victorian 
could point out that his Act, in its determination not to call New 
South Welsh (a pretty adjective) or other Empire companies 
“foreign,” does not give the name even to Siamese companies (if 
any). They are all “Companies and Societies incorporated outside 
Victoria having established Places of Business within Victoria.” 
“Foreign” has at least the merit of being brief. 

Foreigner: “Let us get down to details—what have you done 
about Prospectuses ?” 

Victorian : “Don’t blame me because our legislators have followed 
and, they believe, improved upon the Imperial model. They've 
tied up promoters and directors tighter than ever: you know what 
your Act says about ‘material contracts’; in future verified copies 
will have to be registered and kept available in the office for 
convenience of members and creditors for at least six months after 
registration of the prospectus. Furthermore, an unfortunate 
director will no longer be able to plead busy-ness as a ground for 
not knowing what is—and more especially, what is not—in a pros- 
pectus on which his name appears. He has to make a statutory 
declaration that he used ‘reasonable diligence’ to make sure that 
everything material has gone in, that ‘experts’ have a right to 
the title, and that official documents are quoted correctly and 
fairly.” 

F.: “We have a nice series of penalties for persons whose mis- 
statements lead to loss. Are you as careful ?” 

V.: “Oh! we have you well beaten there; we have all yours and 
an extra section entirely our own invention. ‘Without affecting the 
generality’ (one of the dictionary meanings of that word is 
‘vagueness’) of other sections, companies, directors, managers, of 
‘other such’ people may run into a penalty of £200 or imprisonment 
for two years!” 
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F.: “Ahem! are amy companies going to be floated in Victoria 
in the future ?” 

V.: “Well! we have some honest and capable promoters here. 
You will be interested to learn that auditors—along with solicitors 
and trustees for debenture-holders—are protected like directors 
by a prohibition against the use of a name without the filing of a 
written consent to act. If you are a purist, you may object to 
the wording of another of our ideas, though its reason is clear 
enough: any report of an expert contained in a prospectus must 
indicate when it was made (obviously a 1929 report in a 1939 
prospectus is not much use) and also ‘whether or not the same was 
prepared for the purpose of the same being incorporated in the 
prospectus.’ We are not going to pick up a report anywhere and 
just fit it in.” 

F.: “We have a rather irksome provision that unless the mini- 
mum subscription mentioned in the prospectus is received within 60 
days, all the share moneys must go back—no option, no way of 
consulting subscribers—rather tough, it always seems to me.” 

V.: “I am inclined to agree, but our Act is not quite so sudden: 
it gives promoters three months—and four months may elapse 
before directors become liable to repay moneys with interest.” 

F.: “What about cheques being counted as ‘payment’ of appli- 
cation money on minimum subscription ?” 

V.: “I know your directors are safe if they have no reason for 
suspecting that the cheque will not be paid. That’s not good 
enough for us ; our directors have to wait till the cheque is cleared.” 

F.: “On this matter of raising share or debenture moneys, our 
Act is very strict about disclosure of rates of commission paid 
or payable, but seems to be slack about ‘such brokerage as it has 
heretofore .... been lawful to pay’—as it does not define a differ- 
ence between commission and brokerage.” 

V.: “We've blocked that possible loophole: our Act makes the 
same remark but insists on disclosure as in the case of commission. 
And, by the way, didn’t you in New South Wales have a lengthy 
discussion about going from place to place offering shares for sale 
to the public or any member of the public?” 

F.; “You're telling me: Parliament finally compromised on a 
rather complex definition of ‘place.’ It suggests that a part of a 
house used for business purposes is not a place. Good enough, 
probably, but the insertion of ‘whether by appointment or other- 
wise’ which is not in the parent Imperial Act is almost too 
restrictive.” 

V.: “We followed you in the last point but solved the ‘place’ 
question in another way: any company, after advertising its 
intention so to do, may ask the Governor to exempt it from the 
tule. The Governor takes the advice of a law officer and may 
grant the request. It is interesting to speculate on the considera- 
tions that will pass through the mind of the law officer; will he 
want to interview the salesmen? 
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“We are well up-to-date, too, in making offers include offers by 
wireless telegraphy or by cinematograph. Even they must be 
accompanied by a statement in writing! 

“And, while we’re on it, you will be interested in the following 
statement—if you read it carefully: ‘For the purposes of this 
Section, a person shall not . . . . be regarded as not being a 
member of the public by reason only that he is a holder of shares 
in the company or a purchaser of goods from the company.’ Why 
didn’t they leave out some ‘not’s,’ and say: ‘A person shall be 
regarded as a member of the public even though he may hold shares 
or buy goods’ ?—and even include ‘sell goods’.” 

F.: “Have you managed to think up anything fresh in regard to 
those foundation garments—memorandum and articles?” 

V.: “Nothing very fresh. We have kept to the five minimum, not 
demanding seven as you and people at home do. I believe, you 
know, that ‘seven’ was chosen because of its mystic significance. 
You'll be accusing us of believing in pentagrams. We have, 
however, taken one or two things out of the range of option and 
made them statutory—for example, careful definition of preference 
shares.” 

F.: “You know of course that other Acts are at last officially 
aware of what a proprietary company is as we took the word 
straight over from you—not believing, as people in England and 
New Zealand do, that there is no necessity to advertise the fact that 
a given company is ‘private’ not ‘public.’ I note that in one 
respect you have followed other Acts: your old prohibition against 
‘receiving deposits except from its members’ has become one 
against ‘any invitation to the public to subscribe for’ any shares 
or debentures.” 

V.: “Yes, and the change necessitates transition provisions to 
deal with debentures whose issue has heretofore been lawful. But 
the biggest change, so far as wording is concerned, protects any 
person who may be adversely affected by the formation of, pre- 
sumably, an existing business into a proprietary company. 
Registration is no longer a matter merely of taking along a 
memorandum and articles and applying. Thirty-one days, at 
least, before doing that, a promoter or proposed director must 
register his intention to apply; within that period a caveator may 
enter a caveat against registration. If any caveator appears, there 
will be argument before a judge.” 

F.: “More or less relevant to such things, New South Wales in 
the first draft of her new bill said ‘printed’ includes ‘typewritten, 
lithographed,’ etc. In the Act no such interpretation appears— 
it seems as if the master printers must have objected, but perhaps 
it was the R.G. What does your Act say?” 

V.: “Whatever the influence was that affected your Act, it didn’t 
reach ours: we use the words you quoted and add ‘reproduced by 
any mechanical means’—which, I suggest with all due respect, is 
reasonable. Reverting to articles in general, you have in your 
Table A, both old and new forms, the prohibition against payment 
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of dividends except out of profits. We’ve had it in our Act for some 
time, but we’ve now added heavy penalties against the unfortunate 
director who authorises such payment ‘out of what he knows 
not to be profits.’ Note carefully that it doesn’t say ‘out of capital’ 
and he has to know that the ‘what’ is not profits—and I suppose 
there’s scarcely one matter connected with companies that has 
been more discussed by accountants, lawyers, and judges. It is 
good to know that the penalties against a director do not ‘pass 
to his executors’.” 

F.: “What you have just said brings up the question of accounts. 
You probably know that it was only in the New South Wales 1936 
Act that accounts and audit were actually made compulsory; 
you've been better than that for a long time; have you now passed 
us again ?” 

V.: “Oh, rather! You apparently went on the principle that the 
less detail prescribed by statute the better. We give no less than 
twenty-one separate headings for the balance sheet—-no longer can 
cash be added to debtors or machinery included with freehold. 
These are set out in one sub-section; in other places (to which 
you are guided by footnotes which other draftsmen seem to abhor) 
more or less unusual items: e.g. commission and loans to purchase 
shares occur ; these are of course, known to you. But your people 
forgot about contingent liabilities and arrears of preference divi- 
dend—not to mention unissued shares under option.” 

F.; “I have always thought it rather strange that directors and 
auditors have to make themselves responsible for balance sheets, 
but can pass over with little or no remark the profit and loss a/c 
which is nearly as important. What about it?” 

V.: “We've gone a certain distance. Directors have to certify 
to auditors’ report upon a profit and loss a/c as well as to a balance 
sheet, but it does not have to be really detailed. Regarding the main 
operations of the company, only the ‘net balance’ is asked for, but 
it must not conceal income from investments, transfers from 
reserves, or depreciation. That last is unexpected as most account- 
ants would say that most depreciation is charged off before 
arriving at a ‘net balance.’ Of course, you too, have to show 
directors’ emoluments (‘fees’ for short), but you did not remember 
that some directors make a good thing out of commission ‘paid 
within the preceding two years (I am not quite sure how they are 
to fit into one year’s accounts) for subscribing—or procuring 
subscriptions . . . . for shares or debentures.’ W-: did and such 
payments must be included.” 

F.: “And auditors—we’ve made appointment c .pulsory but 
have left qualifications in the air; so far as the Act is concerned, 
anyone who gets himself elected can report on a balance sheet. 
You’ve had strict rules for some time.” 

V.: “Yes, and we stick to them. Our auditors have to hold a 
licence and it’s not easy to get. You've to be of satisfactory general 
conduct and character and also pass either the Companies’ Auditors 
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Board’s full examination or certain university examinations, (] 
don’t believe your legislators knew a university could train audi- 
tors) or be a member of an approved body and pass an examination 
on the Act—not the whole Act, only 394 sections and about ten 
Schedules out of 593 and thirty-three.” 

F.: “All to the good, but even then I notice that the Act takes 
the trouble to provide that your auditors ‘shall use reasonable 
diligence’ to make sure that the books have been properly kept 





etc., etc.—and the footnote calmly refers you to the section that 9 


voids an article or contract relieving directors, auditors, etc., from 
liability for negligence and to the other one giving the Court 
(nasty thought) power to grant relief. By the way, have you 
perpetuated Victoria’s speciality—the private balance sheet ?” 

V.: “Yes, indeed—and you are not to jeer at the mass of dusty 
envelopes—already weighing somewhere between ten and a 
hundred tons—resting till the crack of doom in the R.G.’s vaults. 
They have been of use—after fires and other disasters. 

“I forgot to mention in connection with the published balance 
sheet, that the directors have to report whether or not in their 
opinion ‘the results of the year’s operations have been materially 
affected by items of an abnormal character,’ and the gentlemen in 
question have to think hard about what ‘abnormal’ means, because 


failure ‘to take all reasonable steps’ produces a liability to six 7 


months or £200!” 


F.: “And I remember from your old Act another provision that 


would annoy some directors: the permanent posting up in every 
office of a copy of the last balance sheet. You must have inspectors 
wandering round to see that the ‘conspicuous place’ is not a dark 
corner. Another point about accounts: we adopted from Britain 
the necessity of avoiding concealment by means of subsidiary 
companies. I suppose you've followed suit.” 


V.: “Yes, and with a higher card: First, we’ve changed the f 


definition a little—of course, for the better: we insist that parent 
(i.e. holding) company must hold the majority of child (ie 
subsidiary) company’s shares and must either have over 50% of 
voting power in child company or be able to nominate the majority 


of its directors—before the child’s accounts affect parent’s accounts 


under the Act.” 
F.: “The change does not seem to make things much simpler— 


can you explain the difference between ‘a majority’ and ‘over f 


50%’? and, anyway, there must be ‘children’ who are in effect 
controlled by a ‘parent’ even though there is no mutual holding of 
shares ?” 

V.: “No doubt there are. I haven’t told you what parent has to 
do with children’s profit and loss accounts and balance sheets. You 


have to include some separate figures, but we have to put in the Ff 
complete figures of each child with parent’s own, also consolidations Ff 


showing the position of the family as a whole, and, finally, a 
statement of total losses (if any) of the child or children.” 
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F.: “Very nice, and I hope shareholders of parent companies 
will be suitably grateful. What have auditors to do in regard to 
all this ?” 

V.: “Of course, each ‘child’s’ figures must be reported on as usual 
and don’t forget that this includes a statement that the profit and 
loss account is ‘properly drawn up so as to exhibit a true and 
correct view of the results of the business of the company for the 
year.” How far one figure for ‘net balance’ exhibits a ‘view’ is 
perhaps open to question. We have not followed New South Wales 
in asking auditors to certify to the correctness of the share register 
nor to second the answer to a question, about ‘Unclaimed 
Moneys’.” 

F.: “Yes. I wonder whose brain-wave it was that led to the 
inclusion of that last curiosity. Of course, you have a whole ‘Part’ 
of eleven sections dealing with unclaimed moneys which must be 
rather more of a trouble than our rule. Passing on to another 
aspect, have you brought your rules about registration of charges 
more into line with other States’ practice?” 

V.: “Well, there have always been differences in detail, but the 
principle has been much the same for a long time. But we have 
thought up a new set of rules to protect any creditor against the 
registration of a charge as being prejudicial to, or likely to hinder, 
defeat, or delay, (listen to my commas; the Act does not provide 
them) his claims. The company must advertise notice of intention 
to register a charge at least fourteen days before he registers. The 
creditor claiming to be affected may lodge a caveat (you remember 
we had another regarding proprietary companies) and then the 
company or the proposed chargee (good word, eh?) may summon 
the caveator before a judge in chambers to fight the matter out.” 

F.: “I can see the point of that ; no doubt, unfortunate, unsecured 
creditors have awoke before to-day to find a company’s assets 
gone to some interloper, probably a dummy friend of a director- 
trader.” 

V.: “That reminds me of another invention. You know the old 
rule that used to be in articles and is now in the Acts, requiring 
a director to disclose and the secretary to minute his interest in 
a contract with the company. We impose a similar duty on one 
‘who holds any office or possesses any property’ such that the 
duties attached to the office or property might conflict with his 
duties to the Company.” 

F.: “That’s a great idea; the only thing is that it should be 
extended to aldermen, shire councillors, and ministers of the 
Crown. You said ‘secretary.’ Do your companies have to possess 
one? Some others refer to him but rather assume him than make 
him certain.” 

V.: “We've followed South Australia. The directors have to 
appoint one ‘who shall be present at the registered office by himself 
or his agent or his clerk on the days and at hours during which’ 
the office is open. The interpretation clause does not say, as do 
some articles, ‘Words importing the masculine gender only include 
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the feminine gender’ (not the neuter!). So it appears the secre- 
tary must be of the masculine gender and by ‘by himself’ 
somewhat lonely job for some poor chap. But perhaps the Act 
does not mean that.” 

F.: “Facetiousness does not mix well with companies acts, but 
I note you have copied our provision relating to the Register of 
Directors that says ‘if he has no business occupation but holds .... 
other directorships.’ When we consider all the pains and penalties 
that beset the path of any director in our Act, and still more in 
yours, it’s hard to be told that his activities are not ‘a business 
occupation’.” 

V.: “And there’s another good one about share certificates. You 
make the owner of shares who cannot produce his certificates do 
various things to protect the company; we go quite a lot further 
asking for a statutory declaration, an undertaking, a copy of an 
advertisement, and, if required by the directors, a bond. This 
last is to indemnify the company against loss ‘by reason of the 
production of the lost or destroyed certificate’.” 

F.: “Get away from that. The newer Acts have had a lot of new 
things to say about winding-up; just about the last word I should 
think. Have you copied us?” 

V.: “We still differ in details having in the main followed our 
own former Act. We have, however, picked up members’ and 
creditors’ voluntary winding-up. That directors ‘declaration of 
solvency’ worries me; they have merely to say that after making 
a full inquiry, they have formed the opinion that the company 
will pay its debts within twelve months. Inside three months it 
may become clear that their opinion is not of much value—what 
about the creditors then?” 

F.: “I noticed the same thing in our Act. It’s not much 
consolation to be told that you can put the company into 
compulsory liquidation—with the corresponding expense. We, at 
least, have definite instructions as to what debts are to be given 
priority in liquidation; we used to be much more vague than you 
were, but I suppose the Acts are nearly the same now ?” 

V.: “There are still some differences. In the first place, we use 
the rules of our old Insolvency Act 1928, instead of those of the 
Federal Bankruptcy Act to decide the rights of secured and 
unsecured creditors, debts payable and so on. 

“I don’t know what the differences between the two Acts are, 
but there must be some. Anyway, the Companies Act would not 
nt perceptibly lengthened if space were taken to re-state all these 
rules. 

“Then again, we have not defined the term ‘insolvent company’ 
any more than you do. After all, the sections using it are a long 
way away from the interpretation section; I can guess what the 
term means but should like to be certain about it. 

“Then, as regards priorities themselves, we make a distinction 
between a ‘clerk, commercial traveller, or servant’ and ‘workman 
or labourer,’ though the attempted definitions of the former Act 
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are omitted. Class legislation, don’t you think?—but the white 
collar group are at a disadvantage : they cannot claim preferentially 
more than £50 earned in four months next before the ‘relevant 
date’; the muscle men can claim anything earned in the same 
riod.” 

OT: “Half a moment—‘relevant date.’ I expect you say the 
same as we do: the date of the order or of the commencement of 
winding-up. Wouldn’t the whole advantage of the priority granted 
to employees be lost if the company ceases to pay on, say April 1, 
and doesn’t begin to wind-up till sometime in August—more than 
four months later ?” 

V.: “That’s true, and it seems to be contrary to the spirit of 
the provisions. Our Act points us to a footnote advising us to 
‘see Workers’ Compensation Act 1928 and No. 4456.’ I suppose 
I'll have to dig them out—what does your Act say about a worker’s 
compensation received by a liquidator ?” 

F.: “We are a little better though New South Wales refers to 
the Act of 1926-1929 and South Australia to the Act of 1932, and 
both make amounts due as compensation preferential up to a limit. 
Probably your Workers’ Compensation Act does the same thing, 
but I cannot see why the Companies Act omits it.” 

V.: “We could go on talking about the other things that are new 
to me in the 1938 Act, but they are mostly things that were new 
to you in your new Acts. The only other things that I can think 
of have to do with the matter with which we started when you 
called yourself a ‘foreigner’.” 

F.: “Yes, and it’s strange that on that matter no two Acts are 
exactly the same. New South Wales asks for seven docu- 
ments, Victoria for five, South Australia for six, while Queensland, 
making distinctions between ‘British’ and ‘Foreign’ companies, 
mentions only four. New South Wales demands that the company 
should sign the appointment of its agent; Victoria is satisfied with 
his own statutory declaration. 

“Victoria is specific about the keeping of proper accounts of 
the Victorian affairs of the company, but does not try to make 
the balance sheet prepared ‘at home’ comply strictly with local 
tules. Statement of the place of incorporation in all documents and 
of limitation of liability where necessary is common to all. Victoria 
has remembered to provide machinery for striking a defunct 
foreign company off the register in the same way as a local 
company.” 

V.: “You finish up with some evidence that Victoria has a better 
Act than the other States, and, all in all, though it has some faults, 
[believe you’re right.” 
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Flat Rate Interest, with an Excerpt or two from 
the Financier’s (or Moneylender’s) Catechism 
By E. V. ARENTZ, A.C.A.A. 


The doctrine of interest as we may know reaches to all four 


corners of the earth. It is the basis of contract in a finance sense, : 


The function, founded upon the law of organic growth (that is 
on the binomial expression (1 + 7)* ) and which assumes geo- 
metric proportions in the order of ascendancy, or 1 plus the rate 
of interest to the n‘*, seems fairly established and is therefore likely 
to survive for many centuries to come. This becomes so, simply 
because of the failure of any economist (past or present-day) to 
expound and put into practice a more equitable rate. 

As students of finance, we may define interest as being in the 
nature of the lender’s remuneration (or rent) for the use of 
money. Ordinarily the rate is quoted at so much per centum 
per annum; or, mathematically, at so much per unit per period. 
In such case, whether the rate be specified at simple, flat, round or 
oblong, the borrower will obviously seek to find the rate per cent. 
per annum under the contract which is to be drawn up and 
completed. 


With regard to the various classes of financiers operating [ 


throughout the monetary system, perhaps it is that commonly 
recognised by the general public under the heading of money- 
lender which evokes the bulk of adverse comment. However, in 
this article it is not the ethical pros and cons which will engage 
our attention, but rather do we seek to make an analytical abstract 
of arithmetical procedure in computing the various rates of interest 
shown in problems manifest in the phase of commerce indicated. 
It is abundantly clear, nevertheless, while we continue to possess 
that same, more or less, crude outlook, in assessing the people's 
wants, which must have been sadly in existence a thousand or s0 
years ago, the purveyors of flat (or money-lender’s) rate, will 
compel the greatest of respect from those hundreds of thousands 
of individuals comprising the financially embarrassed. And even 
if we were to write a volume in condemnation of the theory relative 
to money-lending on a flat rate basis, it would not have any greater 
beneficial effect on the populace at large than one produced for 
the purpose of extolling the few virtues remaining with the gentry 
to whom we refer. Urgent controlling influences bearing upon 
the financially hard-up have to remain paramount and that is all 
to be said insofar as we are concerned here. Some time ago 4 
Sydney newspaper made important news from the fact that a child 
prodigy had at the precise period lectured upon the shortcomings 
of the financial system and of the theory of economics generally. 
But, we may say, in keeping with tradition well founded in the 
days of the Pharoahs, he was unable to make us any more wel 
informed or evolve anything of possible value in relief of the 


seemingly inescapable quagmire of stagnation which all are awaft 


is present in the method of exchange. 
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For hundreds of years we have had persons galore who have 
professed distinction in finance from a national aspect without 
there being any degree of enhancement in material progress. This 
statement is substantially correct if we view the nasty mess of 
having almost countless thousands living in destitution and com- 
parative poverty in a world of untold wealth and beauty. 

Now just exactly what is the purport of the function which 
some may feel confident to stigmatise as flat rate interest. To the 
accountant, who is essentially a critical student of finance—or he 
should be if reputations mean anything—the doctrine of interest 
in commercial transactions will be readily understood. That is to 
say, the accountant’s interpretations in such connection will be 
tempered with a considered nicety of logic and fair comment. 
Therefore, if the financier who lends money on a flat rate basis 
were to lodge an objection from the point of view of his trans- 
actions being based upon the theory of finance (that is upon a 
strictly finance basis and not upon the reasoning of profit and loss 
account and in accordance with total capital employed as a working 
fundamental) the profession of accountancy would feel it incumbent 
to lend support. 

For instance, the financier could very well say: “The procedure 
in my business should not be treated any differently from that 
obtaining in other classes of commercial undertakings.” To this 
assertion the accountancy profession would have to agree. 

To make the financier’s contention more clear to some of us, 
we might stress the point that when we walk into a mercer’s 
establishment and ask to be shown an overcoat marked £12/12/-, 
a demand is not made for a disclosure of the cost of manufacture 
which, if we say is £6/6/-, would reveal a gross profit on 
cost of 100% to the mercer. Neither would we accuse the trader 
in question of turning over the £12/12/- paid for the coat, two, 
or possibly three times per annum, and thereupon compute the 
gross profit at some hundreds of per cent. per annum under the 
theory of finance. 

Money-lenders’ stock-in-trade of course we know to be wholly 
money. While, as an accepted rule, the ordinary trader’s stock-in- 
trade would be comprised of general merchandise. But, looking 
at the matter from an intelligent, and, moreover, broad angle, both 
stocks-in-trade are to all intents and purposes identical. And, if 
the merchant selling sugar provides the customer with £1,160 worth 
of such manufacture, and in turn debits that customer with £1,160, 
the transaction will seem to be in order. Furthermore, in disclosing 
the profit and loss of the business, Sale of Sugar Account would 
be credited, and Trading and Profit and Loss Accounts would tend 
to disclose the gross and net profits accordingly. 

Similarly, in principle, if the money-lender were to make avail- 
able £1,000 to his client, and then added £160 as a measure of flat 
rate interest, it would be consistent to debit the client with £1,160, 
and credit Sale of Money Account preparatory to raising Trading 
and Profit and Loss Accounts as did the merchant selling sugar. 
In fact the only difference in the contracts evidenced is that in the 














112 THE AUSTRALIAN ACCOUNTANT MAR. 





first gross profit was not disclosed, while in the second it would be. 
For such an example see our working later in the discussion. 

We might state clearly that the rates charged by the regular 
money-lender are dependent upon circumstances, and the class of 
security offering. In cases it has been disclosed that usurious 
methods were practised, but the majority of traders who aim to 
play fair, would seem to be satisfied with an ordinary net return 
on capital invested. To provide this essential, the flat rate charge 
might vary between 15 and 70% p.a. nominal. Obviously, how- 
ever, where the flat rate charged equalled only 15% very good 
second-class securities (negotiable of course) would have been 
lodged. We assume this at all events. In other words we might 
say that the better the security offering, the lower the rate of 
interest under the contract. And this would be so with all 
reputable firms, unless greater scope prevailed in respect of lending 
at more increased rates. 

But, the rates chargeable by one class of money-lender (the 
Cash Order Co.) are high. For an example of this feature see 
our working later. It has been adequately proven therein where 
the company demands 124% flat on business transacted by the 
retailer accepting the cash order from any customer, a rate of 
interest p.a., equal to an effective one of 167% is the outcome. 

Needless to say, the major portion of the community has a very 
distorted and muddled conception of the mode in arriving at the 
correct conclusions with regard to the rate charged by the financier, 
Further, we have observed some persons will proceed to the extent 
of filling sheets of foolscap in an attempt to prove by grotesque 
computation that the lender had mulcted an extortionate rate of 
interest p.a., when, from figures submitted, the rate provided for 
was shown to be less by approximately 80%. But the procedure 
in such instances is remarkably easy, and, to the average arithme- 
tician, the problem of ascertaining interest rates on the class of 
contract essayed will present no difficulty. And this is so since 
the various formulae which are to be shown under this heading 
are practically written at sight. 

Firstly, to grasp some fundamental underlying theory, we should 
do well to remember that while the function in (1 + 7)*, also the 
same expression in its many guises, is amply recognised in the 
science of finance, the movement in 1 + (# X mn), the simple 
interest expression, is not so at all. Moreover, to show that this 


consistency holds throughout, (1 + i)™ would represent the com- 
pound interest expression for 1 plus the rate of interest in respect 


of the fractional or ao portion of 1 year, or period, and not 


1+(ixX +) under the rule of so-called simple interest. 


In a manner, then, the quoting of a simple interest rate is no 
proper guide to a correct corresponding finance rate. Therefore, 
we could very appropriately merge the movement into the category 
of a flat rate, even though it be not such a flat rate as is known to 
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the money-lender whose ratio of interest earned is not one of 
descendancy, or of a descending order. 

To expose the fallacy of simple interest, we might assume as 
follow : 

Say a person lends us £100 for 4 years, interest 10% p.a. payable 
at the end of each year, but capital £100 to be repayable in one sum 
at the end. 

Here we would have the nominal and the effective rates of 
interest p.a. equal at 10% and compound interest unviolated in 
principle. 

If, again, we were to suppose the loan of £100 over the same 
period of 4 years at 10% p.a. simple interest, we would produce 
100 + (10 & 4) = £140 repayable in the one sum at the end of 
the 4 years as stipulated. 

From this we may guess that the “simple interest” inference is 
sheer nonsense. Actually what the lender’s contract sets out is 
that he is the purchaser of an annuity of £140 for 1 year, but 
deferred 3 years. Or, that the lender will advance to the borrower 
the present value of £140 due in 4 years, both functions being one 
and the same thing as the problem stands. Now as the effective 
interest over the 4 years is £40 or 40%, and in view of the fact 
that convertibility will occur 4 times (or to be more explicit com- 
pounded 4 times) over the period involved, we would arrive at 
the effective rate of interest p.a., which is not the rate of 10%, as 
follows : 

Effective rate £40 on £100 over full period = 40%. 
This is -4 per unit. 
.. Effective rate pa. = (1+ -4) 4% — 1. 

By logarithms, for greater ease in arriving at a suitable figure, 

we have: 


Log 1:4 = -1461280 
4 times ,,,, = ‘0365320 
Antilog = 1:08776 


.. The annual convertible rate = -08776 = 8:776%, to 3 
decimal places. 


Note——The logarithm is a most convenient invention in the performance 
of computations such as above. To produce the roots, etc., in problems 
arising may only take seconds by this aid. We are largely indebted to 
Napier and Briggs for this wonderful acquisition in mathematics. Napier’s 
great effort (although very crude and futile) was the 20 years’ untiring 
labours in presenting his table of logarithms in the function of trigonometry. 
In this, no base was intended or even conceived at a later date. It is rather 
hard of understanding to discover the number of text book writers who fall 
headlong into the trap of thinking that Napier’s table of logarithms was 
calculated to base e, so called “Napierian.” These logarithms were only 
given the designation to honour a great genius. If Napier had known any- 
thing of e (the limit to an infinite series) he would have undoubtedly saved 
himself 20 years of futile work on his Trigonometrical Tables. It was 
Briggs who published a table of logarithms to base 10, in 1624. Although 
Napier had anticipated the theory advanced by Briggs and moreover, supplied 
Briggs with greater scientific reasoning in the successful manipulation of 
Process in making possible this monument, failing health at the moment 
prevented Napier from taking any active part in the project. Death soon 
followed. In this volume, too, no base was intended; but, unlike Napier’s 
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initial effort, in Briggs’s table the base 10 was conceived some time after his 
death by mathematicians who were not only geometricians but algebraists 
of no mean order. Students such as Wallis, Gregory, Halley, Newton, 
Euler and Nicholas Mercator were some of the leaders of an illustrious 
band at this period. The laws of indices received special scientific investi- 
gation. Newton evolved the binomial theorem. Euler (correct me if | 
am wrong) discovered the exponential theorem. From these two theorems 
came the original logarithmic series and soon after put forward by Mercator 
in its most acceptable form. The logarithm could now be adequately defined 
and computed in scientific manner by algebra. 

Although Briggs calculated his table by crude, but, marvellous methods, 
the algebraist contemporary with Mercator, Newton and others, could find 
very little wrong with the results attained by the old researcher and they 
thereupon sought to honour Napier and Briggs thus :— 

As logarithms are calculated through e by algebra, and then transformed 
to any other base required, logarithms to base e were designated “Napierian,” 
and those transformed to base 10 were named “Briggsian.” 

Finally, Napier had nothing whatsoever to do with evolving logarithms 
3 —e e. Authentic history and a close study of procedure informs us of 
this fact. 

To work the present value of £140 due in 4 years at 8°776% 
p.a., or, the movement of the annuity of £140 for 1 year, but 


deferred 3 years, we have £ 
100-000 = the original Joan 
Add interest end of Ist year at 8-776% 8-776 


Balance beginning of 2nd year, not paid 


EE 5) car Sak. Sac tena ere ae ee 108-776 
Add interest end of 2nd year at 8-776% 9-546 
Deferred 


to lender .. . 118-322 


Balance beginning of 3rd year, not paid | 3 years 
Add interest end of 3rd year at 8-776% 10-382 


Balance beginning of 4th year, not paid 

SO ara eee 128-704 
Add interest end of 4th year at 8-776% 11-296 
Annuity of £140 for 1 year paid end of 

rr are ee 140-000 

In the above we will discover that the £40 interest is still avail- 
able for the lender at the end of 4 years, as it was in the problem 
in original form. But the problem set forth on the erroneous 
10% basis was in the nature of one bearing flat rate. However, 
at this stage we have disclosed the correct effective rate p.a. of 
8:°776%. The reaction, as we observe, is against the lender (not 
in substance though as the statements are only differentiated) by 
virtue of the true rate being far below 10%. 

Now, let it be stated, money-lenders do not as a rule belong to 
the Guild of Philanthrophists, and this truth will be clearly demon- 
strated in one or two examples of the flat rate charge to follow. 

The avenues in which the principles of flat rate interest may 
be exploited are many and varied. An article for an accountancy 
journal is hardly the place to indulge in fiction in any shape or form, 
and it is with such specific knowledge we may intimate that the 
impecunious seaman would in all probability have the ready 
availability of the battleship’s “financier” most eager to hold out 
“a quid for twenty-five,” repayable by one instalment at the end 
of the month. 
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In truth, and much in remorse in these more enlightened days, 
[ remember when serving in the Royal Australian Navy as a 
stoker (1909-1917) nearly getting killed in the crush to take these 
odds. But what was 5/- per month interest to a thirsty stoker in 
those glorious days almost forgotten! 

The terms in this instance, a mere 25% per month = 300% 
nominal p.a. = 1,355% p.a. effective, never failed to be an 
irresistible charm to the lads of the stokehold (we must not, how- 
ever, let the Income Tax assessors into the secrets of this pro- 
gressive rate because of their adaptability in any set of circum- 
stances) and incidentally to the originators of the scheme. 


As to the three rates involved in the above 


roblem, the first two 


could be found at sight. 5/- on 20/- = 25%, and 12 K 25% = 
300%. With regard to the effective annual rate of 1355%. we 
might argue that if the lender commences with £1 capital and lends 
out principal and interest at the same prevailing rate of 25% per 
month, at the end of the year his principal and accumulations must 


be: 

Add interest end of Ist month at 25% or } 
Principal and interest beginning of 2nd 
EE a ee eae eee 
Add interest end of 2nd month at 25% = 
Principal and beginning of 3rd 
Se ks. Gh gb 6 See ke. ee oe Gone 
Add interest end of 3rd month at 25% = 
Principal and beginning of 4th 
Ds, at was wk: ae ogee? wal ee” ak tae Cae 
Add interest end of 4th month at 25% = 
Principal and beginning of 5th 
Cis Ad See we ata Gat ee ae a = 
Add interest end of 5th month at 25% = 
Principal and beginning of 6th 
RS AE ee ol eee 
Add interest end of 6th month at 25% = 
Principal and beginning of 7th 
0 Ee Se ea eee 
Add interest end of 7th month at 25% = 
Principal and beginning of 8th 
Ng Cae inte) nt Bee ee era ins 
Add interest end of 8th month at 25% = 
Principal and beginning of 9th 
ae tah Le oe . = 
Add interest end of 9th month at 25% = 
Principal and beginning of 10th 
alin cotta iat: lia Scie: ele ES AG ad 
Add interest end of 10th month at 25% = 
Principal and beginning 


month 


Add interest end of 11th month at 2 


£ 
1-0000 


= +2500 


1-2500 
-3125 


1-5625 
- 3906 








= Original capital 
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Principal and interest beginning of 12th 
month = 11-6419 
Add interest “end. of 12th ‘month at "25% = 2-9105 


Principal and interest end of 12th month = 14-5524 
This is (1 + -25)" = £14-55 
*. The effective rate p.a. = (1 + -25)% — 1 = £13-55 = 1355%, 

We have detailed the procedure above more for the sake of the 
student. But reinvestment as set forth need not be an accomplished 
fact. Requirements in the theory of finance is a rate of interest 
p.a. as between the individual borrower and the lender, and 
obviously this state was apparent in the first place when the lender 
quoted 5/- interest for a loan of 20/- both repayable in one sum 
at the end of a month. Further, we required a finance rate 
(1355% p.a.). This is effective, and is not a Profit and Loss 
Account rate which the lender might disclose over the entire year 
based upon the full trading capital employed in his business as 
money-lender. This aspect was discussed previously when the 
money-lender’s contentions thereon were viewed from an unbiased 
angle. 

To emphasise the point of an effective rate of interest, we may 
conclude, where the financier does not actually reinvest capital and 
interest at the prevailing rate apparent over the period of one 
year, we can say that he has had the use of such moneys during 
the period, and, in theory, this is tantamount to a similar invest- 
ment on the assumption of compound interest in all completeness. 

Clearly the class of transaction of loan illustrated and explained 
in the foregoing is that almost invariably practised by the unregis- 
tered fellow. This chap thrives in practically every organisation, 
workshop and factory of any scope or size. The “quid for 22/-” 
repayable at the end of the week or fortnight—pay day—loaned 
by one supposed workmate to another financially embarrassed 
workmate, secures a prolific accumulation of interest. However, 
great secrecy has to be observed in such activity (apart from the 
consideration of bad debts without redress in legal sense), and, 
therefore, rates have to be high to make the “calling” worth while. 

To come to the every-day transactions of the registered money- 
lender we may demonstrate a few examples as follows: 

(1) Let us visualise the temporarily hard-up chap anywhere or 
everywhere. He might be in need of an urgent £5 for 
some purpose or another—‘a moral for next Saturday,” 
or, maybe, money for medical expenses? But we don't 
pretend to know which. However, insofar as the loan is 
concerned, the £5 will be on “tap” provided the prospective 
borrower has a steady job, a fairly good name for paying 
what he owes, and is willing to repay £6 (for the £5 
borrowed) by equal monthly instalments over a period of 
six months. 

With regard to the rate of interest (4/- for every 20/- 
advanced), we produce 20% for the half year. This works out 
at 65:7% nominal p.a., while the corresponding effective rate p.a. 
equals 89: 5%, correct to one decimal place. 
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Glancing at the transaction in rather more clarified perspective, 
we will find that the financier is in the position of an annuitant 
simply. As a matter of fact he has purchased £1 per month, 
payable monthly for six months. £5 was paid for such annuity 
and the monthly equivalent over the period indicated is £1 or £%. 

To compute the rates, we have 

If we interpret 5 as the present value of 1 per period for 


6 periods—this is $§ = oa. at an approximate rate of 
interest (j) plus a little bit (p) per period, we may have 


direct from tables of “a as follows: 


Table shows that 5:0354 = the present value to return 
‘0525 per unit per period for 
6 periods. 

Table shows that 4-9955 = the present value to return 
‘055 per unit per period for 
6 periods. 





Difference... = ‘0399 








As tables did not show a value exactly 5 at period 6, with corres- 
ponding rate of interest, we took values higher and lower than 5 
and found their difference equalled -0399 with a corresponding 
difference increase in the rates of interest at ‘0025 per unit, or 

% We observe from the above that in tables for the present 
value of 1 per period, the lower the value quoted the higher the 
rate of interest earned. Therefore, as 5-0354 earns an annuity of 
1 per period at -0525 per unit per period, we may know that 5 
(which is the real value produced in the problem) should earn 
slightly more, say between -0525 and -055. 

If to this end we now take: 

5:0354 

5:0000 = the present value to return (j + p) 
per unit (or ‘0525 + p) per period 
for 6 periods 





Difference  -0354, 








we could state by proportion that if-a difference -0399 in values 
(higher and lower than 5) produces an increase in rates corres- 
ponding with ‘0025 per unit, what will the increase in rates be 
when the difference in values is shown to be ‘0354? 


If we take ‘0525 = j; p is found arithmetically from 


0354 
ete. a « 9 
= 300 < -0025 = -00222. 


Whence the true effective monthly rate is 


j p t 
(j+p) = (0525 + -00222) = -05472 =—5-472%, to 3 places 
of decimals. 
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Obviously the movement is one of simple proportion. The 

mathematician would call it interpolation. 

Further, as ‘05472 = the effective monthly rate per unit, 
‘05472 & 12 = the nominal annual rate per unit 
= 65664 = 65:664%, to 3 decimal places. 

.. The effective annual rate is 

(1 + -05472)!2 —1 = -89516 = 89°5 %, to 1 place of decimals, 


By logarithms: 


log 1-05472 = -02313718 
12 times a = :2776462 
antilog = 1-89516 


whence 
The effective annual rate = 89-5%, as above. 

As to the great simplicity of interpreting the foregoing, we need 
not comment. Furthermore, the procedure is guaranteed to carry 
very accurate results where the magnitude of the loan factor is 
not of large dimension. There are several other methods, how- 
ever, for solving interest rates and one which may prove invalu- 
able to the student is as follows: 


If we are able to produce (j) rate, in the functions of ° n | 
and V", from available tables, (p) is formed so as to give us 
(j + p) rate (that is the rate required) as hereunder. 

From Mr. Barrett’s formula 


(oh) 








P= j 
a 'n+1 
Let, i ia 
a rt = The present value of 1 per period for n 


periods at rate 7 per period. 


periods at rate (j + p) per period. 
} = The approximate rate of interest as distinct 
from the actual (7 + p) required. 


a si = The present value of 1 per period for n 
J 


nV"+! = m times the present value of 1 due in » +1 
periods, the rate being 7. 


p = The addition to rate 7, to produce the value 
of the average rate sought. 
Also, 


“6 Jat (7+?) = §=5S. From tables” § Jat j or -055 or 
54% = 4-9955 and 6V" at j, or -055 = 6 X -6874 

= 4:1244. 

Then, arithmetically, 
055 (4:9955 — 50000) ss 
4:9955 — 4:1244 Se. 
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j p 
from this it follows that (7 + p) = (055 — -00028) = 


i 
05472, to 5 decimal places. 


.”. °05472 = the effective monthly rate per unit 
= 5:-472%, as before under the first method. 

In this case, however, we sought ‘055 as the approximate rate 
per period and added the minus quantty p, or —-00028,, thereto 
to produce the rate required. 

As to the annual nominal, and the effective annual rates, we 
would proceed as hitherto, vide workings previously in this 
connection. We must bear in mind that a very competent know- 
ledge of mathematics was required in the actual deducing of our 
equation set forth, but, nevertheless, we are compensated in the 
fact that no such skill is needed for its successful manipulation 
in any problem where its use may be judicious. Therefore, any 
fourth form boy or girl should be able to utilize the function at 
liberty. Turning at this moment to the detailed figures in the 
loan account of the borrower, which is submitted, there will be 
no confusion in realising the honesty of the workings given 
beforehand in that relation. That is to say: 

£5 is loaned and repaid by £1 per month over 6 months, and 
the effective monthly rate of interest is 5-472%; nominal annual 
65:7% : effective annual 89:5%. Here is proof. 









































Dr. Loan AccouUNT. Ce. 
siicodiinleaiaie 

Monthly Particulars Fol.| Amount | Monthly Particulars Fol.| Amount 
Period Period 

ae > = “2 = Sot . 7 Sad 

1 To Cash 5-000 | 1 By Cash 1-000 

, Interest, 5-472% -274 » Balance 4-274 

5-274 5-274 

3 To Balance 4-274] 2 By Cash 1-000 

» Interest +234 » Balance 3-508 

4-508 4-508 

3 To Balance 3-508 | 3 By Cash 1-000 

» Interest -192 » Balance 2-700 

3-700 3-700 

4 To Balance 2-700 | 4 By Cash 1-000 

, Interest -148 » Balance 1-848 

2-848 2-848 

5 To Balance 1-848 | 5 By Cash 1-000 

» Interest -101 » Balance -949 

1-949 1-949 

6 To Balance -949 | 6 By Cash 1-000 

» Interest -051 
) eee 1-000 _ sits 1 000 














120 THE AUSTRALIAN ACCOUNTANT 





MAR. 


Note.—#£5 principal + interest as above, -274, -234, -192, 
148, -101, -051 = £6 = principal and interest. 


Note.—The student should make himself au fait with our 
methods, not so much from the supposition of their importance 
in the functions previously set forth in this article, but more 
from a realisation that in the more legitimate form of finance 
which deals in figures of more or less vast quantities (national, 
local government, etc., finance), minute accuracy in the interest 
factor is not a theoretical luxury, rather is it an imperative 
essential. Personally, we have seen instances where nothing 
short of six and eight places of decimals would have been of 
any use. Therefore, readers should not become confused in 
endeavouring to reason why the little piece of mathematical struc- 
ture (p) as a co-efficient of (7) in (7 + p) is carefully sought 
in such circumstances. The theorist, of course, has to stand up 
to a great deal of criticism, both constructive and destructive. 
Unfortunately for him, the bulk of adverse remarks are of a 
destructive nature. This is, however, mainly due to the fact that 
many readers fail to mirror the theorist’s mental attitude to the 
subject discussed. For instance, the initiated will, in most cases, 
on reading detail, understand that such has been presented for 
a definite aim. On the other hand, the uninitiated may (take 
problem 1 just shown) argue that far too much importance has 
been attached to (fp). This = 00222. That argument is 
erroneous. But the whole thing becomes a question of common 
sense and in being competent to fit theory with practice, as occasion 
prompts. As an illustration, let us assume friend Christmas 
Beetle rolled in and said: “Pal Cockroach, there’s an old fire-bug 
down the street, who says his birthplace is Glasgow, wants to 
lend me £5 if I repay £1 per month for six months. What is 
the rate of interest?” 

As we would instantly interpret this query as one merely 
calling for an approximate correctness—“pal to friend’”—tables 
of present values could be scanned (we know £5 is the present 
value), and at period 6, in 54%, we get 5-03: and at period 6, 
is 54%, we get 4:99. Therefore, we inform friend Christmas 
Beetle (after only a few moments) that the approximate rate 
per month = 53%, or nominal annual 65% approximately. If 
desired, we could soon give the effective annual rate in seconds, as, 
on the basis of 53% by logarithms, we get 88% approximately, 
near enough for the purpose (and vide problem under No. 1, 
which nearly coincides). If, again, the chief actuary at the New 
South Wales Treasury required the average rate of interest in 
respect of an annuity or loan of £80,000 per month (P.V. so 
much) for, say, five years, unless we were looking for the order 
of the boot, it would be compulsory to provide (j + ) accurately; 
and, putting the case truthfully, this is only made possible from 
an orthodox mathematical working something akin to that which 
we have detailed. 
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2. Suppose a financier lends £1,000 on condition that £160 is 
added as an interest consideration. The contract stipulates that 
principal and interest totalling £1,160 is to be repaid by monthly 
instalments of £48/6/8 (or, decimally, £48:333) over two years 
(or 24 months). 

Here, also, the assumption is what we call a flat rate of 16%. 
Moreover, the financier is definitely in the réle of a person in 
receipt of an annuity. In fact, he has purchased an annuity of 


£483 xX 12 payable monthly. £1,000 was paid for such annuity, 


1,160 
yi £48 333. 

In connection with a loan bearing such a moderate rate of 
interest, we may say the financier would demand a reasonably 
safe security as collateral. With regard to the computing of the 
rates of interest, if reference be made (as required) to the details 
of similar operations in problem under (1), deductions therefrom 
should be adequately clear, and much needless repetition will be 
saved in following workings. To get the appropriate rates of 
interest, we have: 





and the monthly equivalent is £ 


Assumed the value of an annuity of £1 at the same price to be 
1,000 a 
— £20°6897 = 24] at (j + p) per unit. 
Then, 
By tables: 
20-7766 is the present value to return -011875 per 
unit per period for 24 periods. 
20°6242 is the present value to return -0125 per 
unit per period for 24 periods. 


Difference = -1524, for difference increase in interest of 


1/16% or ‘000625 per unit. 


Again, 
20-7766 
20:6897 is the present value to return (j + p) per 
unit (or 011875 + ) per period for 
24 periods. 
Difference = -0869. 


By proportion and taking ‘011875 = j, we solve for p, as: 


_ -0869 
P = "1524 


x -000625 = -000356. 
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Whence the effective monthly rate is: 


j p ‘ 
(j + p) = (011875 + -000356) = -01223, to 5 decimal 


places, 
= 1:223% to 3 decimal 
places. 


Further, as ‘01223 = the effective monthly rate per unit, 
‘01223 & 12 = -14676 = the nominal annual rate per unit 
= 14:676%. 
.. The effective annual rate is: 
(1 + -01223)32 — 1 = -15705 = 15:7%, to 1 place. 


By logarithms: 


log 1:01223 = -0052792 
12 times log 1:01223 = -0633504 
antilog = 1-15705. 


When the effective annual rate = 15:7%, as above. 


By alternative method: 


"74a at (7+?) = — = 20:6897. From tables * 3] 


at j or ‘0125 or 14% = 20-6242; also from tables of 
present values 24V* at j = 24 & °733034 = 17°5928. 


Then using Mr. Barrett’s formula, demonstrated previously : 
ai ‘0125 (20-6242 — 20-6897) 
- 20-6242 — 17:5928 
= —-00027, 





j p 
from which it follows that (j + p) = (0125 — -00027) = 
t 
‘01223, to 5 decimal places. 
.. 01223 = the effective monthly rate per unit 
= 1:223%, as before under the first method. 


Regarding the annual nominal and the effective annual rates, the 
procedure would be as in the first detailed workings. 

Turning to the tabulated figures in the loan account of the 
borrower submitted, our deductions in the foregoing are amply 
borne out. 

£1,000 is loaned and repaid by £48°333 per month over 24 
months and the effective convertile monthly rate is -01223 per 
unit = 1°:223%. This is 14:7% nominal p.a. = 15-7% effective 
p.a. 

Here is proof: 
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Loan AccounT. Cr. 
> Monthly Particulars Fol.| Amount | Moathly Particulars Fol.| Amount 
» Period Period 

ami £ £ 

l To Cash 1000-000 ] By Cash 48-333 
» Interest at 1-223% 12-230 » Balance 963-897 
1012-230 1012-230 
5) To Balance 963-897 2 By Cash 48-333 
» Interest 11-789 Balance 927-353 
975-686 975-686 
3 To Balance 927-353 3 By Cash 48-333 
» Interest 11-342 » Balance 890-362 
938-695 938-695 
4 To Balance 890-362 4 By Cash 48-333 
» Interest 10-889 » Balance 852-918 
901-251 901-251 

5 To Balance 852-918 | 5 By Cash 48-333 
» Interest 10-431 » Balance 815-016 
863-349 863-349 

6 To Balance 815-016 6 By Cash 48-333 
» Interest 9-968 » Balance 776-651 
824-984 824-984 

7 To Balance 776-651 7 By Cash 48-333 
, Interest 9-499 Balance 737-817 
786-150 786-150 

8 To Balance 737-817 + By Cash 48-333 
» Interest 9-024 ,. Balance 698-508 
746-841 746-841 

9} | To Balance 698-508 | 9 By Cash 48-333 
, Interest 8-543 Balance 658-718 
™ : MaGaeouk 
707-051 707-051 

10 To Balance 658-718 | 10 By Cash 48-333 
» Interest 8-056 Balance 618-441 
666-774 666-774 

| iniceesibdiiiccenaeil seeubinee 
ll} | To Balance 618-441 | 11 By Cash 48-333 
| » Interest 7-564 Balance 577-672 
626-005 626-005 
2) | To Balance 577-672 | 12 By Cash 48-333 
, Interest 7-065 » Balance 536-404 
rw Sa ee Se 
584-737 
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Loan Account (Cont.). 





Particulars 


Fol. 


Amount 


Monthly 
Period 


Particulars 











To Balance 
» Interest 


To Balance 
» Interest 


To Balance 
» Interest 


To Balance 
, Interest 


To Balance 
» Interest 


To Balance 
» Interest 


To Balance 
» Interest 


To Balance 
» Interest 


To Balance 
» Interest 


To Balance 
» Interest 


To Balance 
» Interest 


To Balance 
, Interest 


536-404 
6-560 
542-964 


494-631 
6-049 


500- 


*347 
+532 


680 





-879 


546 
-009 











-555 


+222 
-479 


*701 


-368 
+943 


“311 





13 








By Cash 
, Balance 


By Cash 
, Balance 


By Cash 
» Balance 


By Cash 
» Balance 


By Cash 
» Balance 


By Cash 
» Balance 


By Cash 
» Balance 


By Cash 
» Balance 


By Cash 
» Balance 


By Cash 
» Balance 


By Cash 
» Balance 


By Cash 
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3. Let us assume £50 is borrowed, to which £10 is added (or 
20% flat) for an interest consideration The contract stipulates 
that principal and interest must be repaid by 12 equal monthly 
instalments of £5. 

Again reference to previous problems will readily disclose 
the method of solving for rates of interest involved. Adopting the 
procedure of interpolation merely, we have 

$$ = £5 = monthly instalment. 
ott). £52 = £10 = the present value of £1 per 


period for 12 periods at (j + p) rate per period. 


Taking higher and lower values from tables easy of access for 
the student (a good set of compound interest tables such as 
Archer’s is not over expensive) we produce: 


2%, or at ‘02875 per unit = value 10°0287 
3 %, or at -03 per unit = value 9-9540 


Difference = ‘0747 
Difference increase in rate = ‘00125 = 4%. 


10-0287 
10-0000 


Difference = -0287 


By proportion, 
‘0287 


whence, 


i] 
i= (j + p) per unit per period = (02875 + 
p 
00048) = -02923. 

This is the effective monthly rate of -02923 per unit = 2:923%. 
.. The nominal annual rate is -02923 «K 12 = ‘35076 = 
35:076% , while therefore the effective annual rate is 

(1 + -02923)!2 — 1 = -41302, to 5 places of decimals. 
= 41:302%, to 3 places of decimals. 


£50 is borrowed and the effective monthly rate of interest is 
2:923%. Here is proof: 





THE AUSTRALIAN ACCOUNTANT 


Loan ACCOUNT. 





Fol.| Amount | Monthly Particulars 
Period 





£ 
To Cash -000 By Cash 5-000 
» Interest, 2-923% . , Balance 46 - 462 





-462 51-462 





To Balance -462 By Cash 5-000 
Interest -358 , Balance 42-820 





-820 47-820 
To Balance 2-820] ; By Cash 5-000 
» Interest - 252 , Balance 39-072 








-072 44-072 BF conne 
To Balance -072 By Cash The 
» Interest -142 » Balance . order 
compa 
authos 
To Balance 5-214 By Cash 5-000 & purchz 
Interest -029 ,» Balance 31- for su 


36-243 and ir 

To Bal 31-243 advanc 

° ance 31-243 By Cash 5: 

» Interest -913 . Balance on. tee contrat 
On 1 

Retaile 


To Balance 27-156 By Cash $ given j 
, Interest . ,, Balance 2: retailer 


124% 
’ Say 
To Balance By Cash , above-r 
» Interest . » Balance 63 the cor 
23-621 of £1 
——_— - amount 
To Balance 18-621 By Cash - 000 ‘ 
,, Interest -544 , Balance instalm 
allows 
£2/10/. 
Havi 
Balance . ascertai 
going b 


By ir 








-214 








To Balance 168 By Cash 


» Interest 








To Balance 
Interest 


” 


To Balance 
Interest 


” 

















By Cash 
» Balance 


By Cash 
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4. The Cash Order form of Money-lending: This manner of 
money-lending is stoutly condemned in certain directions. Cer- 
tainly more so than that practised under the common or more 
general scheme of commercial finance. But, however, it is well 
for us to remember that we are rather proud of our democratic 
form of government. That is to say, we go out of our way to 
boast that, as members of a great populace, we are at liberty 
to make and amend the laws of the country almost at will. 

Moreover, let us not forget that, under the law of the 
land, money-lenders are charged a fee for registration, and there 
is another law which authorises collection of income tax on profits 
derived from such source. 

Under the present system of government, we have to be fair 
and realise that if Parliament sanctions a certain activity to be 
carried on, then it is, in reality, a mandate from the people in this 
connection. 

The contract in the case of purchasing a loan by way of a cash 
order is obviously three-cornered. For instance, the cash order 
company would give Brown, the borrower, to understand that an 
authority (a cash order) is issued to him for the purpose of 
purchasing face value so much from Mr. Retailer, and the charge 
for such consideration would be at 5% flat, provided principal 
and interest involved is repaid by equal weekly instalments in 
advance over 21 weeks (actually this is 20 weeks in terms of 
contract). 

On the other hand, the cash order company would approach Mr. 
Retailer and put the suggestion that if authority (as above) be 
given Brown to purchase goods to face value so much at his (the 
retailer’s) business house, might such company be credited with 
124% on total face value of goods so purchased? 

Say Brown purchased a cash order, face value £20, under the 
above-mentioned conditions. £1 = 5% flat would be added, and 
the company would in return receive an annuity in repayments 
of £1 per week for 21 weeks—payable in advance. But the 
amount required by the company to purchase this £21, in weekly 
instalments, can only be shown as £17/10/- since Mr. Retailer 
allows 124% on face value of cash order. This is a reduction of 
£2/10/- on £20. 

Having arrived at this basis, we have identical methods for the 
ascertainment of the effective rate of interest as in the problems 
going before. 


By interpolation merely, we have 
£1 = the weekly instalment 
and, 


elit?) _ .165 


“ - =£16'5 = the present value of £1 


per period for 20 periods at rate (j -+ ») per period. 
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(Note.—Where payments are in advance in the function of an 


a 
annuity, we have n — 1 | + 1, which is the same as the value of an 
annuity for m minus 1 period with the addition of 1 or a unit to 
the result. This fact made it possible for us to assume an ordinary 
annuity for 20 periods, whilst making provision for the extra £1 
to be added to £16°5, but immediately repaid (vide annuity 
account). 
Then, 
144% or, ‘01875 per unit = value 16:5504 
148 % or, ‘019375 per unit = value 16°4505 


Difference = ‘0999 
Difference 4% = ‘000625. 


16°5504 
16-5000 


Difference = +0504 


By proportion : 
__ *0504 <<. 
P= 79999 x -000625 = -000316. 
Whence, 
(7 + p) per unit per period = -01907 
j p 
= (-01875 + -000316). 


This is the effective weekly rate of ‘01907 per unit = 1-907%. 
... The nominal annual rate is -01907 « 52 = :99164 = 99% 
approx., while therefrom the effective annual rate is: 


(1 + -01907)5 — 1 = 1-669966 
= 166:996% 
= nearly 167%. 


167% is a figure which to us strikes a discordant note. But 
this is not all. In very many cases the retailer’s consideration 
(£17/10/- here) is held for a month or so after clients have 
commenced their weekly repayments. Obviously the companies 
adopting this practice are trading on a fictitious capital to some 
degree and for any reliable computation with regard to earnings 
we would need to take the sky as the limit to save a difficulty. 

However, in setting forth the proof of a rate 167% effective 
p.a., in connection with the problem just demonstrated, we present 
the annuity account (the currency is actually 20 weeks, although 
set out at 21) as follows: 











1939 


Weekly 
Period 
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ANNuITY ACCOUNT 
Dr. (Interest 1-°907% Effective Weekly) 
| 





Particulars Fol. 





Weekly 


Period 








To Cash (to Retailer 
at Beginning) 
Interest on £16-5 


” 


To Balance 
» Interest on £15-815 


To Balance 
Interest on £15-117 


To Balance 
» Interest on £14-405 


To Balance 
» Interest (and so on) 


To Balance 
» Interest 


To Balance 
» Interest 


To Balance 
» Interest 


To Balance 
» Interest 


To Balance 
» Interest 


To Balance 
» Interest 


To Balance 
» Interest 




































































By Cash (from Cus- 
tomer at Beginning) 
» Balance 


By Cash (at Beginning) 
» Balance 


By Cash (at Beginning) 
» Balance 


By Cash (and so on) 
» Balance 


By Cash 
» Balance 


By Cash 
» Balance 


By Cash 
Balance 


By Cash 
» Balance 


By Cash 
» Balance 


By Cash 
» Balance 


By Cash 
» Balance 


By Cash 
» Balance 
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Annuity Account (Cont.) 
Dr. (Interest, 1:907% Effective Weekly) 


bam | Particulars bam Particulars 
Peri Peri 


13 To Balance ° 13 By Cash 
» Interest . » Balance 


To Balance ° By Cash 
» Interest . » Balance 


To Balance . By Cash 
» Interest . » Balance 


To Balance ° By Cash 
» Interest ° » Balance 


To Balance ° By Cash 
» Interest : » Balance 


To Balance . By Cash 
» Interest : » Balance 


To Balance 
» interest 


To Balance . By Cash 
» Interest . » Balance 


To Balance ° By Cash 
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Taxation Section 
Edited by J. A. L. GuNN, F.1.c.a. 


DEDUCTIBLE GIFTS 


Section 78 (1) (a) of the Commonwealth Income Tax 
Assessment Act, 1936, provided for the deduction of gifts to certain 
specified institutions, etc., “of the value of one pound and upwards 
made by the taxpayer in the year of income.” For the purpose 
of S. 78 “gift” did not include a gift in kind— 

(a) unless it was purchased by the taxpayer within twelve 

months immediately preceding the making of the gift; or 

(b) to an extent greater than the sum paid by him for the gift, 

S. 78 (2). 

The limitations placed on “gifts in kind” by S. 78 (2) of the 
1936 Act were intended to apply to all gifts except those of money, 
but the expression “gift in kind” does not embrace all kinds of 
property other than money. The Shorter Oxford English 
Dictionary gives one of the meanings of “in kind” as “in goods or 
natural produce, as opposed to money.” According to Webster it is 
“in the produce or designated commodity itself, as distinguished 
from its value in money.” Thus, Arbuthnot says “Tax on tillage 
was often levied in kind upon corn.” The expression certainly does 
not apply to real property, gifts of which were not therefore subject 
to the limitations contained in S. 78 (2). 

Section 78 (1) (a) and (2) have been amended by the amending 
Act of 1938 to read as follows :-— 


“(1) The following shall, to an extent in the aggregate not 
exceeding the amount of income remaining after deducting from 
the assessable income all other allowable deductions except the 
deduction of losses of previous years and of the statutory exemption, 
be allowable deductions :— 

(a) Gifts of the value of one pound and upwards of money 
or of property other than money which was purchased by 
the taxpayer within twelve months immediately preceding 
the making of the gift made by the taxpayer in the year of 
income to any of the following funds, authorities or insti- 
tutions in Australia :— 

(i) a public hospital ; 

(ii) a public benevolent institution ; 

(iii) a public fund established and maintained for the pur- 
pose of providing money for public hospitals or public 
benevolent institutions in Australia, or for the 
establishment of such hospitals or institutions, or for 
the relief of persons in Australia who are in necessi- 
tous circumstances ; 

(iv) a public authority engaged in research into the causes, 
prevention or cure of disease in human beings, 
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animals or plants, where the gift is for such research, 
or a public institution engaged solely in such research; 

(v) a public university or a public fund for the establish- 
ment of a public university ; 

(vi) a residential educational institution affiliated under 
statutory provisions with a public university, or 
established by the Commonwealth ; and 

(vii) a public fund established and maintained for providing 
money for the construction or maintenance of a public 

"memorial relating to the war which commenced on 
the fourth day of August, One thousand nine hundred 
and fourteen. 


(2) For the purposes of this section, the value of a gift of 
property other than money shall be the value of the property at the 
time of the making of the gift or the amount paid by the taxpayer 
for the property whichever is the less.” 

Deductible gifts are therefore now divided into two classes :— 

(1) Gifts of money, and 

(2) Gifts of property other than money. 


The following limitations are now placed on the second class :— 

(a) the property must have been purchased by the taxpayer, 
e.g. a gift of property inherited by the taxpayer would not 
be deductible ; 

(b) the property must have been purchased within 12 months 

immediately preceding the making of the gift; 

(c) the deduction is limited to— 

(i) the value of the property at the time of the making of 
the gift, or 
(ii) the amount paid by the taxpayer for the property, 
whichever is the less. 

The above amendment applies to assessments for the financial 
year beginning on July 1, 1938 (based on income derived during 
income year ended June 30, 1938, or substituted accounting period), 
and all subsequent years. 





SoutH AUSTRALIAN INCOME Tax 
EXEMPTION OF Basic WAGE EARNER 


The South Australian Income Tax (Rates) Act, 1938, provides, 
by S. 10, that where the taxpayer has a spouse and at least one child 
under the age of 16 years at July 1, 1937, wholly dependent on him 
or her throughout the whole of year ended June 30, 1938, and the 
“net income” of such taxpayer does not exceed £191, the taxpayer 
shall be exempt from tax under the South Australian Act. “Net 
income” means the assessable income of the taxpayer, less all 
allowable deductions other than the statutory exemption and the 
concessional deductions. 

The above exemption under the 1937 Act was £177. 
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SuHareEs IssueD TO EMPLOYEES 


A company issued 6,000 shares to its employees at their par 
value of 5/- each. The then market value of the shares was 
£2/3/9. In accordance with the decision in Weight v. Salmon 
(1935) 19 Tax Cas. 174, the employees were assessed in respect of 
the difference between the market value of the shares and the 
par value paid by them. The company contended that the amount 
of such difference was an allowable deduction on the ground that 
the difference was an amount foregone by it. If the c pany had 
issued the shares in the open market, it would have r eived the 
premium and could have used that sum in providing for its 
employees the remuneration which in fact it provided by the issue 
of the shares direct to them. If the remuneration had been paid 
in cash to the employees that sum would have been a proper 
deduction and therefore a like sum ought to be deducted where 
the shares were issued. Held that the company could not deduct 
the difference between the par value and the market value as a 
revenue expense. Lowry v. Consolidated African Selection Trust 
Ltd. [1938] 4 All E.R. 689. “The fact that the directors thought 
it advisable to let the employees have these shares at a price below 
that which can be obtained from the public is no justification 
for treating the premium which the company might have obtained, 
but did not in fact obtain, as an expense. Moreover, the premium, 
if it had been obtained, would have been a capital receipt’ per 
Macnaghten, J., at p. 692. 





TAXATION CLEARANCE CERTIFICATES 


Section 210 of the Commonwealth Income Tax Assessment Act, 
1936, has been amended by the amending Act of 1938 to read as 
follows :— 

“Upon the application of any person about to leave Australia, 
the Commissioner, Second Commissioner or a Deputy Com- 
missioner may if he is satisfied— 

(a) that that person is not liable to pay income tax; 

(b) that arrangements have been made to the satisfaction of the 
Commissioner for the payment of all income tax that is or 
may become payable by that person ; or 

(c) that the income tax payable by that person is irrecoverable, 
issue a certificate that, for the purposes of the Act, there is no 
objection to the departure of that person from Australia.” 

It will be observed that the Commissioner is now empowered to 
grant a clearance certificate where he is satisfied that the income 
tax payable by the applicant is irrecoverable. The Commonwealth 
Treasurer, in his Explanatory Memorandum, stated that it was 
considered undesirable that the departure from Australia of 
persons without means should be prevented. Frequently, such 
prevention placed an unnecessary charge on the general community. 
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The Commonwealth Treasurer further stated that it was also 
considered undesirable and unnecessary that the Taxation Depart. 
ment should disclose in any way the financial condition of a 
taxpayer by certifying that he was not liable to pay income tax, 
or that satisfactory arrangements for the payment of the tax had 
been made, or that the tax was irrecoverable. Section 210 has 
therefore been re-arranged so that all the Department is now 
required to state in a taxpayer’s clearance certificate is that there 
is no objection to his or her departure from Australia. 





NEw ZEALAND INCOME Tax CASES 


Butterworth & Co. (Aust.) Ltd., Sydney, have announced that 
they are considering the publication of a volume of New Zealand 
Income Tax Cases. It is estimated that the volume would contain 
between 75 and 100 cases and would consist of between 800 and 900 
pages. The proposed price of the book is £3/3/-, postage extra. 

The study of English tax cases, and those of other parts of the 
Empire, is strongly recommended, provided that the differences in 
the Acts are fully appreciated. To meet this difficulty, the 
publishers state that they propose to include at the beginning of 
the work a comparative table showing the present New Zealand Act 
and where its sections compare with earlier Acts on which there 
have been important decisions. Further comparative tables will 
show how the sections of each Act in Australia compare with the 
sections of the New Zealand Act on which there are cases decided. 
There would be a separate table provided for each State. 

Interested readers are recommended to communicate direct with 
the publishers in order to obtain further particulars of the proposed 
publication. 





VicToRIAN INcoME Tax 

A subscriber has sent the following very interesting comments 
on the article on the above subject which appeared in the December, 
1938, issue of the Journal :— 

“Victoria is, I think, the last State of the Commonwealth to 
change its rates of Ordinary Income Tax from ‘steps’ to a 
‘progressive’ increase in rates. The following anomalies existed 
under the old system and have been overcome by the new system :— 
Taxable income P.E. Tax Taxable income P.E. Tax 


£500 413 8 9 £501 
800 26 8 6 801 
1,000 36 19 O 1,001 
1,250 49 2 7 1,251 
2,200 97 17 4 2,201 
5,000 252 12 6 5,001 
“All anomalies have not been overcome by the new 
There has been no alteration in the method of calculating the statu- 
tory exemption. Under the new system a taxpayer with a net 
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personal exertion income of £500 is charged £8/8/9 on a taxable 
income of £300. A taxpayer with a net personal exertion income 
of £600 is charged £18/15/-, no statutory exemption being allowed. 
For a 20% increase in net income the increase in tax is 122%! 
This anomaly is best overcome by allowing a graduated or ‘sliding 
scale’ statutory exemption which is in operation in all other States 
of the Commonwealth. 

“In the article which appeared in the December issue of the 
journal it is stated that the rates of tax on higher incomes are 
insufficient to be in accord with the rule that tax should be 
chargeable in proportion to ability to pay. With this I agree; but 
there is one aspect of the matter which must not be overlooked. 
The principle adopted regarding taxation of companies and divi- 
dends in this State is that the company be charged Ordinary Income 
Tax on its income, and that no Ordinary Income Tax be charged to 
the shareholder who receives dividends from the «ompany. The 
rate of tax payable by a company must be higher than the highest 
rate payable by an individual, otherwise an individual with a large 
income could invest his capital in a company and escape taxation 
through the company being taxed at a lower rate. If the rate 
payable by an individual taxpayer is increased, the rate payable 
by a company must be increased correspondingly. In introducing 
the new method the Department appears to have overlooked this 
point, as the maximum rate of tax payable by an individual is 26 
pence, while the company rate is 22-575 pence in the é. 

“It is difficult to justify the property rate being double the per- 
sonal exertion. If the Unemployment Relief and Special Income 
Taxes were to be abolished, it is suggested :-— 

(a) that the rate of Ordinary Tax on Personal Exertion income 

be increased by 50% ; 

(b) that the rate of increase in rates of tax above £2,000 be 
increased to the same rate as for incomes below £2,000; 

(c) that the maximum rates of tax on Personal Exertion and 
Property incomes be respectively 2/74 and 3/6—the rates 
chargeable on incomes of £6,000; 

(d) that the statutory exemption be altered to £150 less £1 for 
every £3 by which the net income exceeds £150, thus 
vanishing at £600; and 

(e) that the company rate of tax be increased to 3/7 in the £. 

“The simplification which would result should reduce the cost 
of collection. 

“Even if the above suggestions are not adopted the company rate 
of tax should be increased to 2/3 in the £.” 





CoMMONWEALTH LAND Tax 
The Land Tax Act, 1938, enacts the increased rates of Common- 
wealth Land Tax announced in the Budget for financial year ended 
June 30, 1939, i.e., in respect of land owned at June 30, 1938. The 
rates have been increased by one-ninth, bringing them up to 50 per 
cent. of the rates imposed for 1914-15. Instead, however, of 
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continuing the previous schedules, less a deduction of 50 per cent.,, 
the same result has been achieved by inserting the following new 
Schedules in the Act :— 
“FIRST SCHEDULE 
Rate of Tax when Owner is not an Absentee. 

For so much of the taxable value as does not exceed £75,000, the rate of 
tax per pound shall be One half-penny and one thirty-seven thousand five 
hundredths of one penny where the taxable value is One pound, and shall 
increase uniformly with each increase of One pound of the taxable value by 
one thirty-seven thousand five hundredth of one penny. 

For every pound of taxable value in excess of £75,000 the rate of tax 
shall be Fourpence half-penny. 

The rate of tax for so much of the taxable value as does not exceed 
£75,000 may be calculated from the following formula :— 

R = rate of tax in pence per pound. 
V = taxable ae in a 


ae 44 ~—er } pence.” 


~ 37,500 = 


“SECOND SCHEDULE. 


Rate of Tax when Owmer is an Absentee. 

For so much of the taxable value as does not exceed £5,000, the rate of tax 
per pound shall be One half-penny. For so much of the taxable value as 
exceeds £5,000, but does not exceed £80,000, the rate of tax per pound shall 
be One penny and one thirty-seven thousand five hundredth of one penny 
where the excess is One pound, and shall increase uniformly with each 
increase of One pound in the taxable value by one thirty-seven thousand 
five hundredth of one penny. 

For every pound of taxable value in excess of £80,000 the rate of tax shall 
be Fivepence. 

The rate of tax for so much of the taxable value as exceeds £5,000, and 
does not exceed £80,000, may be calculated from the following formula :— 

R = rate of tax in pence per pound. 
E = excess of taxable value over £5,000 in pounds. 


-* {1+ —asm-} Pence” 





Goops ExporTED FROM AUSTRALIA 


Quite a lot of space has been devoted in this journal to the 
difficult problem of the apportionment of profit between sources 
in Australia and out of Australia in the case of goods which have 
been produced in Australia and sold abroad. The problem has 
been finally settled by a new Commonwealth Income Tax Regu- 
lation No. 6A, which was notified in the Commonwealth Gazette 
on February 9, 1939. It will be remembered that Section 42 of 
the Commonwealth Income Tax Assessment Act provides that 
“the question shall be determined in accordance with the regula- 
tions, or if there is no regulation applying to the case, shall be 
determined by the Commissioner.” 

This new regulation reads as follows: 

“6A (1) Where income is derived from the manufacture, pro- 
cessing or purchase of goods in Australia and the sale of those 
goods out of Australia and a question arises whether the whole or 
any part (and, if a part, what part) of any profit is derived by a 
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person from sources in Australia, the profit deemed to be derived 
in Australia shall be— 

(a) in the case of goods manufactured or processed in Aus- 
tralia and sold out of Australia by the person by whom or 
on whose behalf the goods were manufactured or processed 
—two-thirds of the total profit ; and 

(b) in the case of goods purchased in Australia and sold out 
of Australia by a person other than the person by whom or 
on whose behalf the goods were manufactured, processed 
or produced—one-half of the total profit. 

(2) Notwithstanding anything contained in the last preceding 

sub-regulation where any such question arises in the case of— 

(a) goods produced directly from the cultivation of land or 
the maintenance of animals or poultry for the purpose of 
selling them or their bodily produce (including natural 
increase) sold out of Australia by the person who produced 
those goods; 

(b) dairy produce, wine and dried fruits sold out of Australia 
by the manufacturer ; and 

(c) metalliferous ores and minerals extracted or gathered from 
the earth and sold out of Australia— 

(i) if unprocessed—by the person who so extracted or 
gathered the ore or minerals; or 

(ii) if processed—by the person who processed the ore 
or minerals, 


the whole of the profit shall be deemed to be derived in Australia.” 





CoMMONWEALTH INSTITUTE OF ACCOUNTANTS 


Mopet ANSWERS 
FINAL EXAMINATION 
(Supplementary) 


FEDERAL INCOME Tax LAW AND PRACTICE 
October, 1938 


(N.B.—The numbers in square brackets refer to the relevant 
paragraphs of “Commonwealth Income Tax” by J. A. L. 
Gunn.) 


Question 1: 

William Watson, a solicitor, furnishes you with the following 
information for the purpose of compiling his Federal Income Tax 
Return for the year ended June 30, 1938 :— 

RECEIPTS : 

ON ES POE CT a ae ee eee £8,000 

Premiums received from Articled Clerks .. . 200 

Annuity in terms of Father’s Will (paid out of 

personal Income of Estate) .. .. .. ..... 400 

Dividends from Tasmanian Copper Mines Ltd. 400 

Dividends from Southern Gold Mines Ltd. .. .. 200 
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EXPENSES: 


Rent, Salaries, Office and General renee ai £4,000 
Expenses moving to new Office .. .. .. - 150 
Personal Drawings during year .. .. .. .. «. + 2,000 
Donations— 
Royal Public Hospital .. .. .. .. «. «+ «- 200 
Scotch Grammar School .. .. .. .. «+ = 100 
Subscriptions— 
SE OP a ee Te 20 
Sey TS 6c ee os hw ce a) we ee 50 
Federal Income Tax— 
Personal Exxertion .. .. 60 02 ss oc 0s os SD 
ee ee ee ee 
— 80 
State Income Tax— 
Personal Exertion .. .. 1. +2. +2 +2. +. £@ 
DN ea ee kee ek: Sw eh ews dn wh cee! a 
= 110 
Life Assurance Premiums .. .. : 130 


During the year Mr. Watson snplind for ani: was allotted 500 
shares in Victoria Gold Mines Ltd., on which he paid 4/- per share 
on application and further calls of 8/- per share. 

He also subscribed for and was allotted 200 shares in 
Amalgamated Tin Mines Ltd., on which he paid 5/- per share on 
application and further calls of 10/- per share. 

He underwent an operation during the year and paid Medical 
Expenses, £60, and Hospital Fees, £40. 

His wife lives with him, and has an income of £60 per annum 
derived from dividends from companies. 

Prepare the Return as requested, distinguishing between his Net 
Personal Exertion and Net Property Income. 











Answer 1: 
Personal 
INCOME: Exertion Property 
Gross Fees [34] . £8,000 
Premiums from articled clerks | [34] 
and [37] . 200 
Annuity from Father’s Estate [26] 400 
Dividends from Tasmanian Copper 
Mines Ltd. [107] . £400 
Dividends from Southern Gold Mines 
Ltd., £200 Exempt [115] ‘ 
Assessable income .. .. ........ £8,600 £400 
DEDUCTIONS: 
Rent, salaries, office and general 
expenses [128] . ¥ £4,000 


Removal expenses, not deductible 
PEPE se 











110 
130 


are 


jum 


Net 


erty 


tot 








1939 THE AUSTRALIAN ACCOUNTANT 139 





Personal drawings not deductible 
FERED oc ce de ees oe 0s 


Donations— 
Royal Public Hospital [155] .. 200 
Scotch Grammar School, not 
ee eee 
Subscription— 
Law Institute, — S. 73 (3) 
[149] .. énie ek wae 10 
Sundry Clubs, ‘not deductible 
[131] . 
Federal Income Tax, ‘not deductible 
| eee 
‘as Income Tax [144] to [146] . 90 £20 
Life Assurance Premiums, 130 [194] 100 
Calls [157]: 
Victoria Gold Mines Ltd. apn 
8/- on 500 shares) . £200 


Amalgamated Tin Mines Ltd. 
(Calls 10/- on 200 shares) 100 








-— 300 
N.B.—Calls allowed only if 
company carries on min- 
ing operations in Aus- 
tralia, which includes 
Papua. 
Medical Expenses (£100) [192] .. 50 
Wife allowance — Nil, as_ wife’s 
income exceeds £50 [189] 
Allowable deductions .. .. .. .... £4,750 £20 
Personal 
SUMMARY: Exertion Property 
Assessable Income .. .. .. .. .. £8,500 £400 
Allowable Deductions .. .. .. .. 4,750 20 
Net and Taxable income, £4,230 = £3,850 £380 


Question 2: 

What is a Private Company under Division 7 of the Federal 
Income Tax Assessment Act? 

What constitutes a “sufficient distribution” of the income of a 
Private Company ? 

Answer 2: 

A private company [249] means a company which is under the 
control of not more than 7 persons, and which is not a company 
in which the public are substantially interested, or a subsidary of 
a public company. 

A private company shall be deemed to have made a sufficient 
distribution [251] of its income of the year of income if, before the 
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expiration of 9 months after the close of the year, it has paid in 
dividends out of the taxable income of that year— 

(a) where it is an investment company [252]—the whole of 

its distributable income; 

(b) where it is not an investment company [253]— 

(i) if the whole or part of its distributable income consists 
of dividends received from other private companies— 
that whole or part, together with two-thirds of the 
remainder, if any, of the distributable income ; 

(ii) in any other case, two-thirds of its distributable 
income. 

Question 3: 

X grants a lease to Y on July 1, 1934, for ten years, and receives 
a premium therefor of £2,000. Y, under covenant, erects on July 
1, 1935, improvements costing £4,500, in which Y has no tenant 
right. Y also erects on October 1, 1935, uncovenanted improve- 
ments costing £500. On July 1, 1937, Y assigns the lease to Z 
for a cash premium of £7,000. 

Y desires to know whether this transaction is subject to Income 
Tax, and if so, on what amount would he be liable. Advise him 
fully. 

Answer 3: 

The profit, £1,600, derived by Y on the assignment of his lease 
to Z is taxable. The sum of £1,600 is arrived at as follows :-— 

Assessable cash Premium received 


on assignment [204] .. .. .. £7,000 
Less allowable deductions: 
Premium paid for lease [205] £2,000 


Less sinking fund deductions 
allowed [203]—3 years at 


SEE cs oe <s 600 


£1,400 
Cost of covenanted improve- 
ments [205] .. .. .. .. £4,500 
Less sinking fund instalments 
[216] — 2 years at 


£4,500 (cost) £1,000 3,500 
9 years aes 
Cost of wuncovenanted im- 


provements [205] .. .. .. 500 
Total allowable deductions .. —-_‘5, 





S 


—_—— 


Desee PORE ... 60 4 ks be an £1 


S 





Question 4: 
A taxpayer is dissatisfied with the Assessment made by the 

Commissioner, and asks you what rights of objection he has under 

the Act. 

Advise him fully on the matter. 
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Answer 4: 

A taxpayer who is dissatisfied with his assessment may, within 
60 days after service on him of the assessment notice, post to, or 
lodge with, the Commissioner an objection against the assessment 
[336]. The notice of objection— 

(1) must be in writing [336] 

(2) must state fully and in detail the grounds on which the tax- 

payer relies, [336] 

(3) may be in accordance with Form 8 of the Regulations [337]. 

The Commissioner may either disallow the objection or allow 
it either wholly or in part; no time limit is imposed upon the 
Commissioner within which to communicate his decision to the 
taxpayer [339]. 

If the taxpayer is dissatisfied with the Commissioner’s decision, 
he may, within 60 days after service on him of the decision, request 
the Commisioner, in writing, either— 

(1) to refer the decision to a Board of Review for review; or 

(2) to treat his objection as an appeal, and forward it to the 

High Court or to the Supreme Court of a State [340]. 

The application, in either case, must be accompanied by a fee 
of £1 [341]. 

Question 5: 

A and B are in partnership, carrying on business as chain store 
proprietors. The taxable income from the business amounts to 
£40,000. Owing to the nature of the business, it is necessary that 
at least £8,000 of this income be retained in the business. 

A, who received three-fourths of the profits, asks on what basis 
he will be assessed. 

Advise him fully. 


Answer 5: 

Section 160 (1) provides that where the taxable income of an 
individual includes income derived by him from a business carried 
on by him either alone or as a partner with any other person, and 
the rate of tax payable by him upon his income from personal 
exertion exceeds the rate of tax payable by companies for the year 
of tax (at present 13-8d. in £), a rebate shall be allowed in his 
assessment of the amount arrived at by applying a rate equal to 
the difference between those rates of tax to 15 per cent. of the 
income so included in his taxable income [303]. 

In the example, the assessable income of A will include three- 
fourths of £40,000 = £30,000 [226]. Assuming that his taxable 
income also includes this sum of £30,000, and that the rate of tax 
payable by A on his total personal exertion income is, say, 63-8d. in 
t,he will be entitled to the following rebate in his assessment :— 


15 per cent. of £30,000 .. .. .. .. .. £4,500 
Difference between personal exertion 
rate, 63-8d., and company rate, 13-8d. = 50d. 


Rebate: £4,500 @ 50d... ...... .. = £937 10 O 











142 THE AUSTRALIAN ACCOUNTANT MAR. 


N.B.—Section 160 (2) states: “In this section, ‘business’ means 
a business which from its mature and character requires the 
retention in the business of not less than fifteen per centum of the 
taxable income of each year,” [304]. The question states that 
“owing to the nature of the business, it is necessary that at least 
£8,000 of this income be retained in the business.” Fifteen per 
cent. of £40,000 is £6,000, so that it is assumed S. 160 applies. 
Section 160 is, by reason of subs. (3), extremely limited in its 
application, being virtually restricted to income derived from a 
pastoral business [304]. 


Question 6: si 
A client desires to know what provision, if any, is made in the 

Federal Income Tax Assessment Act for rebating tax upon 

income, which is subject to tax under that Act (but not under any 

State Act), and also under the law of the United Kingdom. 
Advise him fully. 

Answer 6: 

In the above circumstances, S. 159 provides that where the 
Commonwealth rate is greater than one half of the United Kingdom 
rate, the following rebate provisions shall apply :— 

(a) Where the Commonwealth rate is greater than the United 
Kingdom rate—the rebate is one half of the United Kingdom 
rate ; and 

(b) Where the Commonwealth rate is not greater than the 
United Kingdom rate—the rebate is the excess of the 
Commonwealth rate over one half of the United Kingdom 
rate [299]. 

In the above circumstances, where the Commonwealth rate is 
not greater than one-half of the United Kingdom rate, no rebate is 
allowed under S. 159. 

Question 7: 

Define “Net Income” in relation to a partnership. 

In a partnership of three persons, one partner has not the real 
and effective control of his share of the net income. What action 
may the Commissioner take? 

Answer 7: 

“Net income,” in relation to a partnership, means the assessable 
income of the partnership, less all allowable deductions, except— 

(1) concessional deductions, 

(2) the statutory exemption, 

(3) losses of previous years [225]. 

Section 94 provides that, where a partnership is so constituted 
or controlled, or its operations are so conducted, that any partner 
has not the real and effective control and disposal of his share of 
the partnership net income, the Commissioner may assess the 
additional amount of tax that would be payable if the share of 
that partner had been received by the other partner, and had been 
added to and included in his assessable income. In this case, the 
partnership is liable to pay the additional tax so assessed [233]. 
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Question 8: 

Define in terms of the Federal Income Tax Assessment Act 
any four of the following :— 

(a) Net Income of Trust Estate. 

(b) Agent. 

(c) Company. 

(d) Mortgage. 

(e) Taxable Income. 

(f) Resident. 

(g) Partnership. 
Answer 8: 

The above definitions are contained in the Act, the references 
being as follows :— 

(a) Section 95 [239] ; 

(b) Section 6 [409] ; 

(c) Section 6 [104]; 

(d) Section 6 [39]; and see also S. 261 [416] ; 

(e) Section 6 [5]; 

(f) Section 6 [19]; 

(g) Section 6 [223]. 





A COMPARISON OF THE COMMONWEALTH AND WESTERN 
AUSTRALIAN INCOME TAx ASSESSMENT ACTS IN RELATION TO 
PRIVATE COMPANIES 


By J. B. ATKINSON, A.F.I.A., A.LLS. 


Though a Royal Commission recommended that the States adopt 
taxation provisions uniform with those of the Commonwealth and a 
conference of the State Commissioners was held to bring this 
about, yet, as Western Australian legislators lagged so far behind 
in passing the necessary Act, it is only natural to expect some 
differences to have crept in, if only to incorporate changes which 
experience in administration of the Commonwealth Act had shown 
to be necessary. 

These changes noticed in the Western Australian Act centre 
largely round the provisions relating to Private Companies. 

As our basis of comparison, let us first examine the Common- 
wealth Act which contains its Private Company provisions in 
Sections 103-109. 


Definition of Private Company 
Private company means a company which is under the control 
of not more than seven persons and which is not a company in 
which the public are substantially interested or a subsidiary of a 
public company. 
“Company” includes all bodies or associations corporate or 
unincorporate but does not include partnerships. 
A company shall be deemed to be under the control of any 
persons where the major portion of the voting power, or the 
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majority of the shares is held by those persons and/or their 
nominees, or where the control is by any other means whatever 
(apart from their personal influence only) in the hands of those 
persons. 

“Nominee” of any person means one who may be required to 
exercise his voting power at the direction of, or holds shares 
directly or indirectly on behalf of that person and includes a 
relative of that person. A relative means a husband or wife or a 
relation by blood marriage or adoption. 

Persons in partnership and persons interested in the estate of a 
deceased person or in property held in trust shall respectively be 
deemed to be a single person. 

The public are deemed to be substantially interested in a 
company if, 

1. Shares, apart from any bearing a fixed rate of dividend, 
carrying not less than twenty-five per cent. of the voting 
power have been unconditionally allotted to, or acquired by 
the public, and 

2. Are beneficially held by the public (not including a private 
company ) at the end of the year of income, and 

3. Any such shares have been quoted on the official list of a 
stock exchange during the course of the year. 

A company shall be deemed to be a subsidiary of a public 
company if by reason of the beneficial ownership of the shares the 
control of the company is in the hands of one or mcre companies, 
none of which is a private company. 


Sufficient Distribution 


A private company shall be deemed to have made a “sufficient 
distribution” of its income of the year of income if before the 
expiration of nine months after the close of the year it has paid 
in dividends out of the taxable income of that year, 

(a) Where it is an investment company, the whole of its dis- 

tributable income, or, 


(b) Where it is not an investment company, 

1. The whole of any portion of its distributable income 
consisting of dividends from other private companies 
together with two-thirds of the remainder of its dis- 
tributable income, and 

2. In any other case two-thirds of its distributable 
income. 

Where the total amount of dividends paid by a private company out 
of its taxable income of the period of four years next preceding 
the year of income exceeds the aggregate of the amounts necessary 
to constitute a “sufficient distribution” in each of those four years 
that excess shall be regarded as a dividend paid out of the taxable 
income of the year of income for the purpose of ascertaining any 
amount by which a “sufficient distribution” is not reached. Where 
a company has paid or is liable to pay tax under this Division 
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(No. 7) or under Section 21, or Division 2, of Part III (of the 
previous Act on its taxable income then for the purpose of calcu- 
lating the excess that taxable income shall be deemed a dividend 
and any dividend paid therefrom shall be deemed not to be a 
dividend. It will be noted that the provisions mentioned in this 
paragraph could not apply to an investment company owing to the 
definition of its “sufficient distribution.” 


Investment Company 


“Investment company” means a company, the income of which, 
other than dividends from private companies, is ordinarily derived 
solely or principally from sources which in the case of an individual 
would constitute its being income from property (i.e. generally 
speaking rents, interest or dividends). 


Distributable Income 

“Distributable Income” means the taxable income of a company 
less all Commonwealth and ex Australian taxes paid in respect of 
same. There is a bill before Parliament at the moment seeking 
to take into account ex Australian losses in arriving at the dis- 
tributable income. Refunds of Commonwealth and ex Australian 
income taxes paid are not mentioned and it would appear that they 
could not be applied to increase distributable income. 


Commissioner's Powers where a Private Company has not made 
a Sufficient Distribution 

Where a private company has failed to make a “sufficient distri- 
bution” as defined above, the Commissioner has the power to 
assess that company, apparently at any time, for the tax or 
additional tax which would have been payable by the shareholders 
if the company had made such a distribution, on the last day of 
the year of income, to those entitled to receive it. 

Where the company has more than one class of shareholders then 
for the purpose only of determining which shareholders would have 
been so entitled dividends paid within nine months after the close 
of the year of income out of the taxable income of that year shall 
be deemed to have been paid in the order in which they were 
actually paid, but before the last day of that year of income. 

Should a company trustee or partnership, be interposed between 
a private company which had not made a sufficient distribution and 
any individual who would have been entitled thereto if successive 
distributions had been made by the private company and the inter- 
posing bodies, then the Commissioner may assess the private 
company for any tax or additional tax which would have been 
payable by that individual if such successive distributions had been 
made. If any interposing company is not incorporated in Australia 
and the Commissioner is unable to ascertain the identity of the 
ultimate individual recipients or the part of the amount they would 
have received, the Commissioner may assess the private company on 
the assumption that the interposing company had only one share- 
holder. 

E 
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Rebates 


Where dividends are paid wholly and exclusively out of any 
amount or amounts in respect of which the company paying the 
dividend has paid or is liable to pay tax under this Division, under 
Section 21, or Division 2, Part III of the previous Act, a person 
in whose assessable income they have been included, 

(a) as dividends paid to him by a company, or 

(b) in respect of dividends paid by a company to any inter- 

posing body, 
shall be entitled to a rebate of the amount by which their inclusion 
increased his income tax. 


Loans to Shareholders 


Any amounts advanced or assets distributed by a company to 
its shareholders by way of advances or loans, or payments made by 
it on their behalf, or for their benefit are liable to be treated as 
dividends for any purpose of the Act to the extent that the 
Commissioner deems them to be distributions of income. 

Any dividend subsequently declared and set off against such 
an amount assessed by the Commissioner will be lessened for any 
purpose of the Act by the amount of the set off. 


Payments to Shareholders, Directors and Their Relatives 


So much of any sum, paid or credited by a company to a share- 
holder, director or relative of either which represents, 

(a) Remuneration for services rendered, or 

(b) A retiring allowance gratuity or compensation in conse- 
quence of the retirement from, or termination of any office 
or employment held by him in the Company, which in the 
opinion of the Commissioner exceeds a reasonable amount 
shall be deemed to be a dividend for all purposes of the Act. 


Operation of Act 


General: It will be seen that any company furnishing returns 
must be examined by the Commissioner to see if it comes within 
the definition of a Private Company. 

If it does, the next step is to ascertain whether it is an investment 
company or not as a preliminary to deciding whether a sufficient 
distribution has been made. If there has not been a sufficient 
distribution the Commissioner may assess the company for the 
tax or additional tax that would have been payable by the ultimate 
individual recipients if such a distribution had taken place and 
all interposing bodies were eliminated. Thus is defeated the first 
method of avoiding tax used by private company shareholders, 
namely by paying the company rate instead of their supposedly 
higher personal income from property rate on profits that would 
otherwise have been distributed. 

The second method of avoiding tax, by distributing the company’s 
assets by a means other than dividends, is defeated by the pro- 












ces: 
inc 
stat 
dist 
yea 


unr 


ass¢ 
divi 
may 
incr 
mis 
dist 


app 
spec 
it v 
wor 
Aus 


trea 
real; 




















1939 THE AUSTRALIAN ACCOUNTANT 147 


visions relating to loans to shareholders and payments to share- 
holders, directors, etc., under which the Commissioner is required 
to exercise his discretion regarding any such amounts appearing in 
the accounts of a concern coming within the Act’s definition of 
private company. 


Sufficient Distribution 


Examining the operation of the Act in a little more detail, with 
regard to the definition of distributable income it will be seen 
that since no allowance is made for income tax payable, any 
reserves for same will operate to increase the likelihood of a 
sufficient distribution not having been made. This will be parti- 
cularly felt in the case of an investment company and a new 
company’s first year. 

Where a dividend has been, or could have been, paid to share- 
holders out of both exempt and taxable income and the company 
has not designated the source from which the payment was made 
then in deciding whether the “distributable income” has been 
sufficiently distributed legal decision appears to favour assuming 
that the dividend would have been paid as far as possible out of the 
source most advantageous to the company. 

Where the Commissioner elects to exercise his power under the 
sufficient distribution provisions the assumed dividends will of 
course be taxed at the income from property rate and any con- 
cessional deductions, etc., under Section 78, 79 and 80, their 
inclusion may allow will be more than offset by the lessened 
statutory exemption and increased rate of tax. Since the assumed 
distribution is taken as having been made on the last day of the 
year of income it will be seen that where an actual previous dividend 
has also been received in the year of income what seems an 
unnecessary accentuation of the effects just mentioned will occur. 


Distribution of Company’s Assets 


Regarding the Commissioner’s powers of treating as dividends 
assets of a private company distributed by a means other than by 
dividends it will be noted that although action under this heading 
may affect the paying company it is not liable for any tax or 
increased tax payable by the shareholders by reason of the Com- 
missioner exercising his powers as is the case under the “sufficient 
distribution” provisions. 

The allowances to directors for salaries under these provisions 
appear to be based on the amount of effort expended and the 
specialised knowledge possessed rather than on the figure for which 
it would have been possible to employ someone else to do the 
work. I would refer readers to the September, 1938, issue of the 
Australian Accountant for examples. 

It will be noted that though the Commissioner has the power to 
treat as dividends such loans and payments which he deems in 
reality to be such, nothing is said as to what kind of dividends they 
shall be deemed to be. Presumably where a company has net 
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exempt and taxable profits these deemed dividends would be 
apportioned accordingly. 

Where portion of salaries or loans are treated as taxable divi- 
dends under the provisions of Sections 109 and 108 respectively the 
effect will be :— 

(a) As regards the paying company, 

1. Section 108 will lessen the chance of a sufficient distri- 
bution not having been made. 

2. Section 109 will increase taxable income though since 
the amount by which it is increased is distributed, in 
other than an investment company, it will lessen the 
chance of a sufficient distribution not having been made. 

(b) As regards the shareholder, 

1. Where the shareholder is a company, 

(a) Section 108 will increase assessable income and 
also, in all probability, taxable income and the chance 
of a sufficient distribution not having been made, but 
the deemed dividend will carry the ordinary dividend 
rebate. 

(b) Section 109 will result in showing its income as 
derived from dividends from a private company instead 
of earnings and thereby increase the chance of a suffi- 
cient distribution not having been made, but the deemed 
dividend will carry the ordinary dividend rebate. 

2. When the shareholder is an individual, 

(a) Section 108 will increase assessable income, may 
possibly mean the allowing of some concessional 
deduction, etc., under Sections 78 and 79 and 80, 
possibly re-arrange the order in which his allowable 
deductions are made, lessen the Statutory exemption, 
and increase the rate of tax which will be income from 
property tax on this additional taxable income, but the 
deemed dividend will carry the ordinary dividend 
rebate. 

(b) Section 109 will result in showing his income 
derived from dividends instead of earnings thereby 
making him liable to be taxed at the income from pro- 
perty rate and possibly rearranging the order of his 
allowable deductions, but the deemed dividend will 
carry the ordinary dividend rebate. 


Future Adjustments 


Rebates under the sufficient distribution provisions will affect 
the shareholder only and the words “wholly and exclusively” upon 
which any such rebate is contingent should be particularly noted. 

The adjustment provisions relating to loans that have been 
deemed dividends involve both the paying company and the 
shareholder. The exact converse of the effects noted above will 


apply. 
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Where salaries, etc., or portion thereof are deemed dividends as 
they will then carry the ordinary rebate under Section 46 this 
could possibly work out to the shareholder’s advantage. 

Where rebates are granted by reason of the previous application 
of the sufficient distribution provisions or Section 108, since rates 
of tax appear more likely to rise than fall, the shareholder will 
derive the benefit of the supposedly lower rate of tax in force at 
present on an amount limited to the extent of the future dividend 
declared wholly and exclusively out of an amount previously taxed, 
or the set off against the loan as the case may be. 


The Western Australian Act 


Though important and not mere matters of detail the changes 
from the Commonwealth Act noticeable in the Western Australian 
Act can be shortly summarised as under: 

(1) No special provisions apply to private companies only. 
Private and other companies have the same assessment 
provisions. 

(2) There are no sufficient distribution provisions or provisions 
of a like nature involving any assumed distribution of 
profits still in the hands of the company. 

(3) Similar provisions relating to loans and payments to share- 
holders, directors, etc., applicable to private companies 
only under the Commonwealth Act apply to all companies 
under the State Act. 

It should also be noted that under the State Act although there 
is income from property no income from property rate similar to 
the Commonwealth Act applies as yet. The income from property 
is now taxed under the State Act at the rate applicable to income 
from personal exertion. 


Operation of Act 


Thus at one sweep the State Act eliminates the whole of the 
vexatious and at times unfair provisions relating to sufficient 
distributions together with any departmental difficulties experienced 
in their administration. Every company submitting returns will 
have its accounts examined by the Commissioner to ascertain 
whether it is necessary for him to exercise his powers of deeming 
to be dividends certain loans and payments to shareholders, 
directors, etc. 

These provisions relating to loans and payment for services and 
so on to shareholders, directors, etc., are contained in Sections 47 
and 48 respectively. The wording is identical for all practical 
purposes with the corresponding provisions in the Commonwealth 
Act and presumably the same conditions would govern allowances 
to directors for salaries, etc., and similar remarks apply as to the 
extent deemed dividends would be taxable or exempt having regard 
to the company’s net taxable and exempt profits. 

Where the Commissioner exercises his powers of treating certain 
amounts as taxable dividends under the provisions of Sections 47 














150 THE AUSTRALIAN ACCOUNTANT MAR. 





and 48 the detailed differences with the Commonwealth Act may 
be seen by noting the effect as under :— 
(1) As regards the paying company, 
(a) Section 47 will have no effect on the assessable or 
taxable income and the tax payable. 
(b) Section 48 will increase taxable income and the tax 
payable. 
(2) As regards the shareholder, 
(a) Where the shareholder is a company, 

1. Section 47 will increase assessable income and 
probably taxable income also, but the ordinary divi- 
dend rebate will apply. 

2. Section 48 will result in showing its income as 
derived from another source and entitle it to the 
dividend rebate. 

(b) Where the shareholder is an individual, 

1. Section 47 will increase assessable income, may 
possibly mean the allowing of some concessional 
deductions, etc., under Sections 78, 79 and 80, lessen 
the Statutory Exemption, increase taxable income 
and with it the rate of tax, though the ordinary divi- 
dend rebate will apply. The order of deduction 
would also be rearranged, but this loses its signifi- 
cance where no income from property tax rate 
applies. 

2. Section 48 will result in showing his income as being 
derived from another source which would entitle him 
to the dividend rebate. In all probability this would 
be to his advantage. 

Since State as well as Commonwealth rates of tax are more 
likely to rise than fall, where under Section 47 a future dividend 
is lessened by the set-off against a loan previously deemed a 
dividend by the Commissioner, the borrower will derive the benefit 
of the supposedly lower rates of tax in force at present on income 
to the extent of the set-off. 





Should Economists Use Accountancy Forms 


To Demonstrate Their Science? 
By Cottn A. Attson and J. A. L. Gunn 


The method of the economists, in endeavouring to trace several 
flows of credit by means of words alone, makes it impossible for the 
layman to grasp the ideas they wish to convey. 

On the other hand, engineers make drawings to describe any 
machine they have in mind, and, if the drawings are correctly made, 
any other engineer can quickly visualise what is meant and how the 
machine works. Very few words are necessary, and even if any 
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incorrect word is used to describe a part, provided that part is 
marked, the engineer will understand what is meant. 

Several articles have recently appeared in The Economic Journal 
of the Royal Economic Society, London, concerning disputes on 
theory between some of the leading economists, who seem to spend 
most of their space on arguments on terminology. 

It is our contention that the monetary system can be shown and 
visualised by a plan, i.e., in the forms used in the world, and as 
accountants set it forth; Capital, Profit and Loss and Cash 
Accounts. 

Let us take a few simple examples to explain what we have in 
mind. 

The following is the type of diagram, which can be used—a 
P. & L. Account in equilibrium. 


Profit and Loss Account 


Stock in hand .. .. .. £100 Stock in hand .. .. .. .. «. S10 
ON Se ee EE ante 48.43 (ba osu ow 
EE sa ob a0 oe ao. ee 
aiid ar aedeagal ae 5 
OS ES 
Other charges .. .. .. 15 
Normal Dividend... .. 10 
— £100 
£300 £300 


Normal Dividend is such a rate of profit that the entrepreneur is 
encouraged neither to increase nor decrease his output. How 
much “Normal” is has never been calculated and differs for dif- 
ferent businesses. 

Should the profit exceed this “Normal” amount the Profit and 
Loss Account will appear as follows: 


Profit and Loss Account 


Stock in hand .. .. .«. £100 Stock in hand .. ........ £100 
er rae as 
cs os 3c oe oe: Gee 
Eee 5 
OO Ee ae 
Other charges .. .. .. 15 
Normal Dividend... .. 10 
— 100 
Profit Inflation .. .. .. 5 
£305 £305 


This excess profit is called by Mr. J. M. Keynes a “Profit 
Inflation” and is the first step in this terrible “Inflation,” against 
which Mr. Casey has so dogmatically warned us. 

If, on the other hand, the profits fall below “Normal,” this is 
called a “Profit Deflation,” and the Profit and Loss Account 
appears as follows: 
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Profit and Loss Account 


Stock on hand .. .. .. £100 Stock on hand .. .. .. .. £100 

GCS aes ae ae a eee er 

Costs : Profit Deflation .. .. .. .- 5 
BE cer ashe aie, 
Ae a 5 
SC a 
Other charges... .... 15 
Normal dividend .. .. 10 

— 100 
£300 £30 


This is one of the first steps in a slump. 

Should the level of the costs of production (the income of the 
community) rise or fall, we have an “Income Inflation” or “Income 
Deflation.” We do not refer to a rise or fall in the total quantity 
of income due to increased employment, but to a rise in the amount 
per week of each individual. 

“Income Inflation” or “Deflation” is one of the steps towards 
Capital Inflation or Deflation, in the sense that, if the costs of pro- 
ducing new capital goods (houses, machines, etc.) rise, then the 
value of old capital goods will increase. The capitalists, growing 
richer in this way, will be in a position to borrow more and increase 
the rate of investment, as follows: 


Capital Account (Old Position) 


Value of properties .. .. . £1,000 Capital invested .. .. .. .. £500 
Mortgage 50% .. .. .. .. 500 
£1,000 £1,000 





Capital Account (New Position) (Increased Costs 25%) 








Value of properties . .. .. £1,250 Capital invested .. .. .. .. £500 
Rs oa lan lew ae 500 

OS re 250 

£1,250 £1,250 





The capitalists will now be in a position to borrow a further 
£125 till their margin, assumed to be 50%, is again reached. 

Let us now consider a series of Profit and Loss accounts put 
together to show the usual course of the manufacture and distri- 
bution of goods, as shown in the accompanying set of accounts. 

The raw material produced by the primary producer is passed 
on to the manufacturer, the wholesaler, the retailer and finally to 
the consumer. The costs of production of the entrepreneur become 
income in the consumer’s account, and are used to purchase goods 
at retail. 

As a certain proportion of our incomes is not used to purchase 
consumption goods, but is saved and used in the purchase of 
investment goods, a further account (New Investments Account) 
is necessary. 
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P. & L ACCOUNTS (PRIMARY PRODUCERS) ged 
20 


Stock on hand 20 Stock 
Costs Sales 


Wages 20 
Rent 10 
Interest 40 
Other Charges 10 
Normal Dividend 21 101 


121 


Stock 100 Stock 
Purchases 101 Sales 
Costs 

Wages 60 

Rent 5 

Interest 10 

Other Charges 10 

Normal Dividend 17 102 

303 


P. & L. ACCOUNTS (WHOLESALERS) 


Stock 150 Stock 
Purchases 203 Sales 
Costs 

Wages 50 

Rent 10 

Interest 15 

Other Charges 5 

Normal Dividend 23 103 

456 


P. & L_ ACCOUNTS (RETAILERS) 


Stock 75 Stock 
Purchases 306 Sales 
Costs 104 

485 


CONSUMERS’ ACCOUNTS 


Purchasé$ 410 ncome from P 
Savings 20 Income from M 
Taxation 20 ncome from W 


Income from R 








Income from 
New Investments 





Income from 
Gov. Expenditure 





NEW INVESTMENTS ACCOUNT 
20 Savings borrowed 






Costs of production 


GOVERNMENT ACCOUNT 


Expenditure Revenue 
(Salaries, upkeep, etc.) 20 (Taxation, etc.) 


101 


P. & L ACCOUNTS (MANUFACTURERS) 


100 
203 


101 


QxP 


QxP 


QxP 


id 
~* 
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On the right, it is noted that sales proceeds are Price (P) X 
Quantity (Q), either or both of which can alter. 

Thus we contend that at a glance the course of events can be 
seen by this plan without recourse to reading pages of writing by 
an author who is endeavouring to explain these several concurrent 
money movements by words alone. 


A few points become apparent: 

(1) The course of production of Q is a lengthy process, e.g., 
a suit of clothes takes three years to make. 

(2) Costs are being added to Q from day to day, and must be 
recovered when sold. Any fall in price means a loss to the present 
holder. He is discouraged. No capitalist system can carry on 
without encouragement. 

(3) For this reason, the retailer is reluctant to lower his prices 
when a fall in incomes, applied in purchasing retail goods, takes 
place. He will lower his Q sold, give fewer orders to wholesalers, 
etc., and start unemployment. It can be seen that if he were to 
lower his prices immediately, there would be no fall in Q and no 
increased unemployment from this cause. All that would happen 
is that the retailer would lose on his stocks on hand. He dislikes 
this and therefore adopts the former method. 

Therefore a capitalist system cannot carry on fully if the 
government allows a fall in the flow of current incomes. 

(4) The manufacturer, by his efficiency, increases Q. This 
increase in quantity will not be in the hands of the retailer 
for some time, but when it does arrive there will be a feeling of 
slump, unless an increase in income is thrown on the market 
somehow to absorb this increase at the same prices. On the other 
hand, the retailer can lower his prices to sell this increase with the 
same flow of incomes, but it is improbable (a) that a retailer will 
make this sacrifice in old stock, (b) that he will know when to 
reduce, (c) that he will know what fraction to reduce (eg, 
11 21/64d. per packet for pills retail). 

This is a short outline and a few examples of what we mean 
by co-ordinating the written word with the way the monetary 
system is understood and visualised by accountants. It is to the 
accountant that the world must look to straighten out the colossal 
tangle of words put out by the economists. The writers have often 
urged upon Australian economists to set out what they are trying 
to say in the form of accounts, but without results. To the ques- 
tions—‘“‘What are you visualising when you talk of the monetary 
system ?”; “Isn’t the monetary system a series of accounts?”; “If 
it is not, what is it?” there is a stony silence. 

The following extracts from Mr. G. Haberler’s reply to criticism 
of Mr. R. F. Kahn (The Economic Journal, Vol. 48 (1938), 
p. 322), illustrate our criticism “In a recent contribution to this 
journal Mr. Keynes admitted the validity of Mr. Robertson’s 
complaint that his condemnation of classical economics is tanta- 
mount to ‘shying at a composite Aunt Sally of uncertain age.’ He 
has, furthermore, in the same article and in an earlier one, made 
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some important modifications of his theory which seems to hold 
out the hope that the gulf between his theory and that of a number 
of other writers may be considerably narrowed—at least that part 
of it (the larger part to my mind) which is due to differences in 
the terminology of the different writers and inconsistencies within 
the terminological system used by any one writer or group of 
writers.” 

Again: “I should like to try, in a few remarks, to narrow the 
terminological gulf between my system (and the body of doctrines 
which it represents) and that of the school of thought for which 
Mr. Kahn acts as ‘the official spokesman.’ This will, I hope, 
remove a number of misunderstandings on the part of Mr. Kahn 
as to what I wanted to say, misunderstandings for which I myself 
sometimes may have been responsible.” Shades of Rabelais! 

Again (p. 327) “After having removed this ‘over-riding’ diffi- 
culty, I come to ‘certain other perplexities,’ which are not less of 
Mr. Kahn’s own making than his idiosyncrasy with regard to the 
word ‘inflation.’ ” 

In Mr. Kahn’s rejoinder we find (p. 335) : “Having disposed of 
the terms ‘hoarding’ and ‘inflation’ as being otiose, we are still 
left to grapple with the meaning of ‘investible funds.’ Here Pro- 
fessor Haberler’s comments are less helpful. It becomes clear, 
however, though this time only by implication, that by ‘elasticity 
of demand for investible funds’ he means simply the responsive- 
ness of investment to changes in the rate of interest. But on the 
meaning of the ‘elasticity of supply of investible funds’ no fresh 
light is shed, and [I still feel that the danger of confusion between 
the stock and the flow is a genuine one.” 

These are random selections we have chosen from the text, and 
if the reader is sufficiently curious to read the whole text of these 
two articles, he will find them full of the same argument about 
words. The text is further confused by being interspersed with 
shafts of sarcasm. 

Even greater is the confusion in two other articles, an argument 
between Mr. D. H. Robertson and Mr. J. M. Keynes on points 
of theory. (Economic Journal, Vol. 48 (1938), pp. 314-322.) 

Mr. Robertson, in most of his writings, seems to mix indis- 
criminately the entries of the Profit and Loss Account and Cash 
Account in his equations. It would appear that he fails to recognise 
that the entries in the first (being money-of-account) do not appear 
in the second (being money) and vice versa. 

Mr. Robertson finishes his article (p. 318) : “If he would agree 
to this, then his conclusion that ‘the investment market . . . can 
never become congested through shortage of saving’ seems to me 
at best a mere bundle of words, diverting attention from the point 
ot substance—namely, that congestion would be relieved by an 
increase of thrift. But if he would not agree, then there still 
temains, I think, outstanding between him and his critics, an 
important issue of substance, as well as that imperfect adjustment 
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of terminologies whose causes I have endeavoured to expose in 
Section 4.” 

Mr. Keynes endeavours to explain in words and not accounts 
(p. 319): “A large part of the outstanding confusion is due, | 
think, to Mr. Robertson’s thinking of ‘finance’ as consisting in 
bank loans; whereas in the article under discussion I introduced 
this term to mean the cash temporarily held by entrepreneurs to 
provide against the outgoings in respect of an impending new 
activity. It appears, unfortunately, that in endeavouring to build 
a bridge between my ‘demand for cash’ approach and the ‘loanable 
funds’ approach (which is some sort of hotch-potch between cash 
and saving), I have only managed to reinforce this confusion. Yet 
what I am trying to say is extremely simple and need put no soul 
into torment, though mine seems to find it easier than Mr. 
Robertson’s to disembarrass itself of its past misdeeds.” 

Page after page, article after article, we find the same incom- 
prehensible stultiloquy. 

One of the writers listened to a lecture by Professor 
before the Economic Society, Sydney, on some point of theory of 
money, in which he developed a long equation and brought forth 
a conclusion to his perfect satisfaction. During the discussion the 
writer remarked: “If Professor would only state his theory 
in the form of Profit and Loss and Cash Accounts, I, as a business 
man, might be able to understand him.” The Professor replied: 
“Yes, but I wouldn’t.” 





Reconciliation Statements 
By E. S. JAMESON, L.L.c.A. 


The article nf Mr. P. C. Brennan, F.F.1.a., published in the 
Australian Accowntant of November, 1938, will, I am sure, be 
of much assistance to students. In my dealing with examination 
candidates, I have found that this subject causes much difficulty, 
and I have adopted much the same method of approach as that set 
out in the article mentioned. The article gave a very creditable 
exposition along the line adopted, but I ask the indulgence of the 
writer of that article in my suggestion that some further remarks 
are warranted. 

First, in connection with the method adopted, I believe that one 
point is insufficiently illustrated, namely, that the basis of all 
reconciliation statement problems is that when all transactions 
are eventually finalised the balances of the cash book and of the 
pass book must correspond. By recognising this principle, the 
correctness of the missing balance can be verified. Taking illus- 
tration No. 2 in the article, wherein the balance not given is that 
of the cash book, which is found to be £966/11/11. To prove 
that this is correct, open (pro forma only) both the cash book 
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and the pass book, and make therein the entries which will 
eventually occur. 


Pass Boox 


By present balance .. .. . i+ to wendy SS 8 
To * Uninen (to be presented) .« Se € © 
, Ultimate balance .. .. ae meee 





£1,086 9 2 £1,086 9 





Casn Book 


To Present Balance .. .. .. .. .. £966 11 11 

By Dishonoured Cheque .. .. .. .. £50 0 O 

EE ne sa as: wh. oe 9 05 0 
2 
2 


To Discounted Bill .. .. .. .. .. 45 2 3 
By Ultimate Balance .. .. .. .. .. 961 9 





£1,011 14 2 £1,011 14 





Thus is proved the fact that £966/11/11 is the correct present 
balance of the cash book, as when all entries are completed the 
two balances correspond at £961/9/2. Obviously this would not 
be so if any figure other than £966/11/11 were used as the present 
balance. 

By a slight variation of this procedure, this system may be 
adopted as a second method of obtaining the solution. At the 
outset, the balance of £966/11/11 is unknown. The pass book can 
be entered as above, giving an ultimate balance of £961/9/2. The 
entries can be made in the cash book (omitting the present balance 
of £966/11/11), inserting the ultimate balance of £961/9/2, and 
from these figures the required balance of £966/11/11 can be 
ascertained. Although most students would be well aware that the 
entries above are not actually made in the pass book and the cash 
book, in order to avoid any misunderstanding, I emphasise that 
the pass book and cash book shown above are just opened on 
pieces of paper for our own convenience and are not intended to 
be the actual pass book and cash book, although the books will 
ultimately appear as shown. 

Now, a third method of obtaining the figures for any recon- 
ciliation statement may be used. This is a kind of formula. The 
writer does not favour the use of formulae wherever any other 
method is available, but some students find such a system to be 
easiest of all. The formula is based on the fact that every item 
to be shown in a reconciliation statement comes under one of four 
headings. Every item is in either the pass book or the cash book 
but not in both, and is either a receipt or a payment. Next, the 
items of completely opposite nature affect the reconciliation state- 
ment in the same manner. The formula may be stated thus: 
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Credit Balance as per Pass Book .. .. 
Add Payments in Pass Book .. 
Receipts in Cash Book .. 


Less Payments in Cash Book .. .. .. 
Receipts in Pass Book .. 


Balance as per Cash Book .. 


This is much the same method as that shown under the heading 
of “summary” in the original article, but the difference in expres- 
sion might be of assistance, as also might the following remarks. 
Instead of remembering whether items of a certain class must be 
added when we commence with a credit balance in the pass book 
and deducted if a pass book debit balance, and similarly in con- 
nection with commencing with a cash book balance, the suggestion 
is made that the student should endeavour to know that if he can 
remember or reason out the effect of one class of item (say unpre- 
sented cheques) in any circumstances, then the other items will 
all readily fit into the formula. 

The preceding discussion has all been undertaken solely for the 
benefit of students, but I wish now to come to an aspect of recon- 
ciliation statements which appears to require clarifying for stu- 
dents, teachers and accountants alike. I refer to the designation 
of the balance of the cash book as a debit or a credit. On no other 
point in connection with reconciliation statements is such con- 
fusion and lack of uniformity found. I submit the following 
remarks for discussion or correction, with a plea that the Institute 
should give an authoritative ruling, at least to allow students to 
be clear, and in general for the sake of uniformity. 

All bookkeepers know that the items appearing in the cash book 
on the debit side appear in the pass book on the credit side, also 
vice versa, and that a credit balance in the pass book is a debit 
balance in the cash book, and again vice versa. In my student days 
I learned, and I still believe it to be correct, that the balance is (or 
should be) referred to always from the bank’s viewpoint, i.e., that 
a credit balance is money in the bank, and a debit balance means an 
overdraft. Further, that this is so whether the pass book or the 
cash book is referred to. Now this matter is not mentioned in Mr. 
Brennan’s article, nor have I been able to find any other source to 
discuss it definitely and settle the point. Surely many other 
teachers have experienced the same difficulty, and one feels inclined 
to think that all are agreed to side-step the question. At the risk 
of being considered as the fool and not the angel of the proverb, ! 
present my views. These might best be illustrated by suggesting 
certain defects in the reconciliation statements presented in the 
original article. 

First, in the statements there presented, an absence of uniformity 
is revealed. In illustration No. 1, the class of balance of the pass 
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sheets (i.e., whether debit or credit) is not stated at all. The cash 
book balance of £1,050 is stated as being an “overdraft (credit 
balance).” In illustration No. 2 the class of balance of the cash 
beok is not stated. In illustration No. 3 the class of balance is 
stated in each case; for the cash book a credit balance and for the 
pass book a “debit balance (overdraft).” I suggest that the defects 
are: 

1. The class of balance should always be stated. 

2. If both books actually show the same kind of balance, 
different terms should not be used for them, i.e., if both 
books show an overdraft, both balances should be styled 
“debit.” 

Previously, I was of opinion that this was conceded by all to be 

correct, and textbooks and practice appear to support such a view. 

The next point is the most difficult, namely, whether outside the 
actual reconciliation statement the balance of the cash book should 
be referred to from the same viewpoint. My opinion is that it 
should, but here the advice of examiners would be particularly 
welcome. As a case in point, illustration No. 1 is taken. This was 
an examination question, and stated that the cash book showed a 
debit balance of £250. The meaning in this particular question is 
ultimately found to be beyond doubt, as the pass book balance is 
stated to be a “credit in your favour” of £200. This can be so only 
if the cash book debit balance is viewed as being not an overdraft. 
However, the stating of the pass book balance was not (otherwise) 
essential to the question, and recently I have seen an examination 
question along exactly similar lines but omitting the pass book 
balance. The interpretation then appears to be a matter of doubt, 
and this is the question which I desire to be settled. From the 
viewpoint mentioned above, the balance should be regarded as an 
overdraft, but here it is not an overdraft. 

Could the examiners state the position definitely for the benefit 
of students, or would the institute lay down a definite ruling for 
the guidance of the examiners, and/or would members of the 
institute express their views? 

Before leaving the subject entirely, one or two other minor 
questions might be considered for the benefit of students par- 
ticularly. First, should not every reconciliation statement show 
the pass book balance first, and the cash book balance last? This 
is more or less a matter of form, but it has some reason in it, 
namely, that the pass book balance is known and cannot be altered, 
whilst the cash book balance is open to adjustment. For the benefit 
of students the principle of this reason might be emphasised for 
another purpose. Referring again to illustration No. 1, we find 
two reconciliation statements; one before making certain entries 
in the cash book, and the other after making those entries. In both 
statements the pass book balance is the same and only the cash 
book balance is altered. This is obviously correct in every similar 
question, but very often students have been found to show in the 
two statements different balances of the pass book. 
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As a last item, a suggestion is made that in a reconciliation 
statement, the following additional rules should be followed: 

1. Group all items to be added; group all items to be deducted, 

total them, and deduct in one figure. 

2. Always add first and deduct afterwards. 
No. 1 gives a more orderly statement, and No. 2 avoids difficulties 
which sometimes occur that a credit balance changes to a debit 
balance and then back to a credit balance. 

In conclusion, might I add some general views on the matter, 
Unlike Mr. Brennan, in my student days I considered reconcilia- | 
tion statements to be easy. After experience with other students 
my views changed, and now the extent to which the discussion 9 
in the previous article and in this one has run compels me to 
admit that, at least for examination purposes, they are not so 
simple. To the author of the previous article I extend my regrets 
if I have seemed to find defects in his work. I am sure if such 
defects really do exist he will view the matter in the same light as 
that in which I consider my own attempt here. He who never does 
anything, and particularly he who shuns any controversial topic, } 
does not lay himself open to criticism, but neither does he effect 
any good for others. I am aware that some of my expressions of 
opinion above are open to criticism and some statements might be 
held to be quite erroneous, but I am prepared to accept somé 
chastening (or guidance) in the interests of ultimate correctness 
for the benefit of others (and of myself). For a long time I have 
wished to see a discussion of this subject, and Mr. Brennan hag 
my thanks that at last the way has been opened. 
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